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2B , R
& -‘U.S. SENATE,

" 'SpECIAL COMMITTEE, ONAAGING, . = -
.t R4 )

‘Waskipgton, D.C. -

ul:s'ué:nt" -to".re'ce"_ss, at 10365, a.m., in room .
¢q Building, Hon.”Frank Chu_rch (chairman)

‘. prest o Vo ' .
«."" Present: Senators Church and Percy.

- Also present: William' E.

Oriol,: staff dirocpor; David A. AﬁelHt, '

. oliief counsely Garry V. Wenske, assistant counsel for operations;

Letitis Chambers, minority staff director;. David A. Rusf, minority

e . 0

o Kx{'ofesmonal staff ‘member; Alison Case, operations assjstant; Theresa.; -

. Forster, fisgal assistant; and Madonna'S. Pettit, research assistant. '
‘I would.like to armouncethat Senator -

.’ Senator PErcy [presiding].
' * Chireh is still.at the.White:

' of Chairman Campbell, we will proceed immediately’, and hope that
. .. Senator Church- -4frive shortly. LT Coe

7 Chairman Cam(f}_be,ll,, we appreciate your appearance ‘today. ‘We
A ing-testimony in‘these hearings. As you well know, ,

/a.nmpx'e ing portion of our population fells in the 65 and over :

f concern to tlie country and certainly -

.. .have had, outstan

category. This is a mdtter{o

&)

ouse, but because of the time schedule

t.to be evelOpe&, analyzed;.and reflected in our policies. Your

*oug i
C expPrtise ‘and gounsel in this area are very-valuable to the committee -

* .and we welcomg it - -

© ‘ .

- snamsne

. ¥ ° [

OF: HON. ALAN ‘K. CAMPBELL, CHAIRMAN, CIVIL-

ot L SEBVIC];T COMMISSIQN ;» ACCOMPANIED BY THOMAS A. TINSLEY,
- " DIRECTOR, BUREAU 0F RETIREMENT, INSURANCE, AND OCCUPA-
o TIONAL HEALTH .. Sy B ‘.. Lo ) et . . .

2 7

Mr. Ca pepLL. Thank yoi: ‘very mhch, Senator. Percy.'W'llth'-yofx;'v-

~ *sitting there and me hére, I

will occasionally lapse into _some state-

" ments on civil service employment. - -

1 am accompanied today by Thomas A Tinsley wheo is Directc;r o

" __of ‘our Bureau, of Retirement, Insurance, and Occupational Health.
- We arépleased-at this gpox;tunity’to discuss implementation-of the

.. ..provigions in_ the '‘Age Discr
ments.of }978, which abolish t

employees, which previously had been at age 70.- . R
. E b IR -.__',.c".(]"77) [ . : # .y '
. . . - e\ - ",
P * '-" 4 - - : | 5 »
- T K3 \\ z(‘ . L - o .

nation in Employment Act. Amend-"
he’mandatory retirement age for Federal

RN
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‘ -;Althou'h"\\'r' ure not certain, we do not believe that dliminating
o the mandatory ‘age of 70 for retirement will have much impact on

1 the Federal service. Statistics show that there has been a gradual

- . but discernible trehd toward early retirement nm'ong'chera.l em-

— " ployees, not-unlikeé-the-private-sector. S

" ver the gast few years, for example, while the Federal york force

- hns remained relatively static.at about 2.7 million persons, the number

~ .+, of employees remaining in service long enough. to be mandatorily

retired has steadily declined. In 1956, of a total of 33,090 retirees,

_ - 2,301, 0r 7 rpercent, were\separated under the mandatory, i;etix;eme‘nt.

o provision of the law..In 1977, this dropped to 1,773 of 85,568, or 2
percent mandatorily retired, o J ' A

.| _'The retirement trend for employees in general has followed essenti-
~ . ally the same pattern.. The ‘average age of employees retiring .has,
® . for exdmple, declined from 63.2 years in fiscal year 1970 to §8.3 years
+ .in fiscal year 1977. This data would seem to indicate that eljminating
" the requirement for mandatory rétirement at age 70 would not create
-an dbstacle to the employment of younger people in ‘the Federal
- service. .. .. . T CaE
. 'Although we do not expect any kiajor impact from this law, we
are currently studying its effects mandated by Congress. The °
study report, due Jmaum'y 1, 1980, will only encompass 1\ ear of
S experience and thus will permit us to draw only. tentative canclusions. -
o The report will make before-and-after comparisons in selected agencies, -
. by age groups, in such categories as retirement, other separations,
hiring promotions, and discrimination complaints. ; ,
~ Since mandatory separation in the past has affected few Federal,
- employees, we expect no serious increasg in the nymber of older em- -
ployees which ‘might “adversely affect the efficiency of the Federal
Service, ) . ‘ « T . | ,
T MEASURING .JOB SKILLS - ° T
Concerning the development withir Federal agencies of objective
‘ means of determining jog,_ skills obsolescence, the_removal of man-
N datory retirement can be expected to impact performance evaluation
"' programs in at least two ways. The first impact is upon the manager
who, seeing His staff growing older, begins.to interpret the performance
. “evaluation guidelines more strictly ir evaluating middle-aged and
e elderly employees to provide an alternative to mandatory retirement.- ..
b * The second impact 1s upon the employees thémselves, svhose.job
- gkills become outdated over time and must be renewed or changed.
Senator CrurcH [presiding]. Aren’t you saying, in & rather opaque
‘way, that the alternative to mandatory retirement is firing people
who don’t perform,outstandingly? o .
*Mr, CamppELL: Well, what we .are saying is—— - -
. Senator CrurcH. If that is possible in the Federal service.:
 Mr; CaMpBELL. What we are saying is that we will need to evaluate
< - - the performance of older people carefully because retirement, will not -
““ - be mandatory, and that will put a new burden on performance eval-
~ . * uation that it has not had before. .- i f
S " . -Senator PercY: Could the charge be madeé the older workers are
© .. subject to-unfair evaluations and standards? | o D
< . v L. .
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» CAmpoxrL; Idonit/think ‘we hnvu«'uny-”évi@ to suggest
) ould, that if -
y telatively. near' retirement, the tendency would\be to

o Mr
t that is the cage. I Would guess, as I am sure yo

-pérformance evaluation standards in antipipa- |

-of-any pro #olvin f-in-&-short-time-through-retirement, ————
ator Poficy. Do you, in your testimony, expand on the phenom-

gfwhy'so many are’ retiring earlier, and the underlying reasons

s the plition |

e
forit? ", - _
'M“ilAGA:MPBMo‘Né..\ (R ~\. "‘ ‘ﬁir I .
"Sénator Purcy. Briefly then,-in yod judgment, what are those
agonia?{When 'you considdf* the popularity o man(iatory retirement
ige 70 rather ‘than 65, and the support for this change by retire-
nen ':‘;'%mupa'_{kr,e'gmqqting senior ‘citizens. Why this phenomena of -
".‘peo"lo;l‘e'p.:_iv‘m%zf he-iriflationary pressiires and the high cost of living
‘would seem’ to_encourage retiring at a later age, yet the Feder
Governinefit, which is the largest employer in the country, seems to’
fbg’M i ‘early retirement of their employees. ¥

T Mr.

“Mr.’OampbeLL: I don't Believe we have systematically questioned -
- peopl¥.who' are leaving to. determine why. Our impression is' that the:

federal retirement Ttem‘does' indeed make it economically feasible
. to¥etire. 'The possibility of a job after retirement outside the Federal
. - iséctor, and ‘the automatic cost«of-living increases for Federal retirees,

.mike retirement quite fehsible, L v , .

. “Second, T would think th#t organizations want to bring in new '
‘talent, new- energy, partie y in middle and upper management.
.From’what I know of th#rivate sector, I' believe it also applies in
corpora 0199-"$§9"’Q°9!'1:Oﬁt01-'executives were very much concerned - .-
‘about the chige in’the mandatory retirement law. There probably . -
“is some encottragement ‘of people to.retire once they are eligible.
" *Senator CrrurcH. Please. continue. : e S
.7 Mr; CaupBELL. Basic to all our considerations, -however, is the = .-
- need for.more effective performance evaluation for alt employees. May -

"I .add that adequate ﬁperforma,nc& evaluation is critical to the entire -

civil service reform effort, as well as to what we are discussing today.

... A’performance evaluation program should include positions described .
¥ by skills and. abilities required. Staffing and performance standards
-+~ ust be reasonable:and -jo -related, and not arbitrarily exclude or .
* . discriminate againstﬁa workers. . The. needed skills, abilities, B

.. "1 knowledges, and aptifiides necess for satisfactory performance
must be specified. and_ justified. Neither chronological age nor. other

1/ nonmerit requirementd are légal except for-isolated positio‘xé‘having
~“bona fide exceptions. = .- A ;

%, ~Each employee should receive an impartial evaluation to determine

* ... the adequacy of currept performance and' capacity to contifiue per- -

*" - forming on. an assi ent.: The: performance should be’ measured °

i 'against established -performance standards 'oq‘-against,spQCiﬁf', pa- .

- formance goals. % . - A S bn
- Appraisers shotld be trajned and’ coached, .and the apprais
“ghiouldbe “Hi d, to insure -that the system is understood
' applied without blas,” =~ . . - . .0 e T
~.. -~ Provision should be made for additional assessments J individual :
I ‘skﬂIs and abilities through jnterviewing, testing, or othgr methods'to . .

. ‘detefmine t.rajning.ggq'gd.S.ade}or qualifications for altergate job ass1gn-\ -
“responsibilities,” . . AL s e

C e 3 I B oo
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NENTS OF EVALUATION -

Other systems would supplemént, the basic perforniance evaluation

. system to provide corrective solutions to periormance .problems and
_ to assure the absence of age or other discrimination in the process.

* 'These include:

Counseling and guidance would be provided under this program to-

help each employee evaluate personal ‘abilities, limitations, interests,

goals, and plans. For employees whose performance is found to be

unsatisfactory, additional assessments of individual skills and abilities
- would be provided throufh interviewing, testing, or other methods
to detérmine training nee

and responsihilities. The program will also assist employees in indi-
_vidual retirement planning and “aid in- solving alcoholism, drug,
.financial, and other life adjustment problems. '

\provided for employees who want.to continue to work but-at a reduced

activity level. Included among such arrangements may be: Part-fime
‘work; special work assignments; voluntary reassignment to lower
position and pay; and other flexible work arrangements.

s or qualifications for alternate assignments.

£

_ Modified work arpangements, where appropriate, may also be:

. To retire or terminate an older employee would require evidence:

. that would stand up in court that the emploﬁee wis not performing

properly—the employer .must ‘demonstrate that the separation was

" to make their programs for evaluating employees more objective. All

- ages'must be evaluated on the same basis, Evaluating an older employ-
ee under wnore severe standards is age discrimination. i

not, based on age.alone. To obtain this evldence, agencies would have

A { L. ~
Alternative work schedules are a way .to continue to utilize ad-

..+ 'the years, the Commission has provided encouragement to agencies.
with needs for part-time workers. Several Commission publications
~ have highlighted the benefits derived from part-timers, {or example,.

< “Pgrt-Time Employment,” in Women In Action, [Federal Women's
Program, CSC}; January-February 1978; “A N §w Look at Part-time:

vantageously the skills of older workers as well as.all warkers. Over:
{ A

. Employment,” in Civil Service Journal, July-Feptember 1977; and
Rlexibility Through Part-Time Emplo ent of Career Workers in
,the Public Service” [Personnel Researc and Development Center,

- CSCl,.June 1975.. ., - -

. FA N he - . .
©o7 7Y PamTos Wous ayo tFammoa?
% . The Commissi\o 18 8}50 work'iix.g with the Office ofManugemént, and'

JBudget to make/the personnel ceiling system more conducive to: the-

J

use of part-tim¢/ workers. Under current definitions, a part-time,em<.- -

I’:loyee consumes one ceilinghsphce-\vhethe -that employee works 2
¢ hours or 39 hours per week. acause of the limited number of ceiling:
- . spaces, managers have no incengive to use their allocations to hire:
- ~ emlployees r less than the number of f
* T wish to'emphgsize that we favor t

%' portusities in the Federal service and, asy u kniow, flextime has prové

«~to be’a Very satisfaC way of orgr:gizm&g,the workday. B
Flextime. has been #dopted in mort thén 150 Federal Gove‘xgxment‘
insfallations “covering more than 141,000 mplo%:ees. Additidpally,
the Corhmisgion is s_tror:igl%suppox‘tive.o “the

\.

Jlexible and’ Compresse
) S IS, ’

»
v, .

v . . . ‘

- e ’ ".b - ¢ '.‘\\,
e - N Ny . - . 17
o N Co - . . !

e
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time staff hours. - _
expansion ‘of part-time o{ E

.

ederal Employees., .
ork Schedules® Act&—S}—W/ nmf Ifeﬁo ‘
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mu—-'whi'ch:rbéenﬂye (rmod ‘in the Houso by a wide margin and is
.« proséhtly under consideration by the Senate Governmental Affnirs’
~# - and: Huptan“Resources Committees. ' ‘

i . Inaddition: to, thejfuv;orable;im

4

act on Government o _erﬁiox‘x_sﬂ c

jc mservice which ‘we believe wi

[} « "

‘ugp of alternative work schedules, we foresee a number of
eﬁ%fowingf from widespreat_use of these systems. Rush
straffic, #0r-examplé, can be dispersed over more.hours in the .
' morning and :evening with a commensurate increase in the operating
-, officiency of public transit systéms.- . ) Co
"' . Moreimportant to'this committee is the favorable impact flexihle
-, "working hours can have on older workers. Testimony from represent~’
<, -atives-of o zations of ‘older persbns on the Federal Employees .
" Flexible and ‘Com sd Work Schedules Act mentioned thdffgnany
~..older Workers would find it -easier tocommyte by public transporta-
. tion:outside'rush hours when set%%m re avallable, Some older
'~ persons wake up very early in th& morfling and would like to start
work during their owh most ptoductive hours, Others find that thé
.- mneed a little longer time at home:in the morning and prefer to wor
* - .Jaterschedules. All'of these personal needs can be easily-accommodated
- under a flexible working h‘ot;rs program. .

"«. . PRERETIREMENT Tmmﬁgo

" " You asked'in your letter.for a status report.on preretirement train- -
[ing. Cha.rter sugi)lements 831-1, 780-1, and 890-1 of the Federal
Personnel Manual require-that counseling be ayailable to emplo*ees _
about benefits to which they are entitled by right of their employ-

*- . ment. Thus, employees must be offered, and if they wish, be provided

~ counseling in ‘addition to_the. general information mnde available to

"""~ them on retirement, health benefits, and life insurance. )

+ | _Infact, & new employee is provided a certificate of membership in

* " the civil service retirement system. It contains much of the basic in~
. formatién -about the retirement’ system—eligibility requirements,
créditable service, annuity computatior formula, and more. They
-gre’#lso furnished information.concerning other benefits.” '~ =~ -
. = Formal  retirement copnseling seminars are ually” aimed at em-
~ ‘ployees -within § years of eligibility for retiremeht; that is, genemﬂy- .
. .age 50 and up. Preretirement selginars use technical experts from-the - .
Social Security Administration, Jogal Banks, and hospitals or clinics, -,

'-coven'xzﬁ such subjects as estate pl m'ng, taxes, nutrition, and ,housP -

ing. Other speakers may include retired employees and members ‘of

s _.retiree organizations. In .addition to -informational\ materials pro-

" - duced and provided by the Commission, many agencies supplement
this ‘effort with other information, such_ as commercially prepared

» booklet.sv,vqhich are mailed to the residences-5{ employees nearing.re-
‘ ti.remente igibilitY\ -, . s h

K

;. Asidefrom the Commission’s role in eficouraging and assisting agen-
~...:¢ies..to. make.preretirement. planning services -available to Xedetal
'-enrployees,!thﬁ,Cbnimission.has recently become more active by re-
i sponding-to muest&to participate in agency programs. During 1978,
we patticipated g 29 pr etirement seminars, Theg‘e-semmgw have
", been wellweceived and' mbst agencies’are planning’ to-resche ulé pre-
" retirement counseling sessions later this year. >~ ‘
" 86-162—79—2 : ' .

-

ot

1 : . '..’;v,, f—‘/\'




_ culminating in formal seminiars or individual counseling sossions in

. vided by an employer, progressing to yer

\J.‘_182 C -

.

is_a continuing learning
ubout the beneflts pro-
i¢ romindogs—vin infor-
mational issuances or group, meotings—throughout one’s careor, and

Our viow is that prerotiroment cot wolin
process—atarting with the initial oriontatior

“the years immediately preceding retiroment. We will, however, con-
tinue to roview exiating policy in this nren and make any changos which
will assist employces in making decisions fonceyning retireniont, and
miake-the transition from the work-n-day world iRto retirement smooth
and satisfying. : '

I wish to thank you for tho opportunity to discuss these mattors
with you this morning. I will be plensed to do my best to respond to
any additional questions or requests you or the members of the comn-
mittee may have,/ R

Senator Cuugci, I know your time s constrained this morning.

.. Sqnator Percy, you had the opportunity to hear the whole testimony
and I would-like to defer to yau for some-questions. :

Senator PERey. First, I would like to nsH( about the prerotirement
training yow mentioned in ‘your testimony. Several ‘other witnesses

- addressed this igsue and s roke on various topics—nutrition, housing,
relationships, and so forth—and their relation to retirement. Poor .

retirement planning causes problems, such as selecting a favorable

climato/and then finding out they have the sunshind but they don't
‘have friends, and then becoming disillusioned.

Have you found that ‘counseling  seminars ‘m'e valuable for the.

. prospoctive retirees?

N

Act is a liberal provi;ébn a

/M. CaMpBELL. Mr. Tinsley cortainly has more experienco in this

. /aren than I have and I'ask him fo respond to that.

Mr. TinsLEY, The programs, Senator Percy, are usually tailored to
the audiences. We have no standard programs. In many instances, we

- liscuss relo¢ations to another geograpliic avea unfamiliar to the rotirbo

except for a previous vacation. We beliave it has been very productive

- to discuss economics, geography, and things of that nature—_""

nator PErcy. The sivil service is quite unique when compared

. Se
) \wnth the private sector, because moving the retiroment age from 65 to .

70 is expectet to have little impact. A civil servico employoce may

retire at_the eng of 30 years of service with approximately 56 percent

of his three higlest yoars of earnings as his( etircment income. Is that

a mora generous kind .of benefit than most Yadividuals have available

to them in the private sector? . R :

™ Mr, CampBELY. I ask Mr. Tinsley to comment. :
Mr.A\TINsLEY. You can retire a% age 55 and 30 years service with

full annuity. In most private systems, if you rotire Under age 60, there

is usually.a substantial reduction, which tends to discourage eatlier
retirement. So the earlier :}ﬁe permitted by the Federal Retirement
1 it does encourage early retirement.  *

Senator PErcy. Even though individuals may only be in their late
fifties or early sixties,' the benefits they accrue from. staying on after
-30! ygars, staying on to age 65 or 70, s not commensurate with the
benefits they could:get if they just stopped their Federal service and

maybe got & part-time job some place else. Their retirement from -

civil service is not at all affected then by outside income.

* Mr. CaMPBELL. As long as that is&nqt in the Federal Government,

itisnotaﬁ'ecte., P | o -
' . .
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S&tqi tlncv. Bo, in & sense, it is possible: that Mot of these
' coplo are not retiring, rither thoy are {uat- leaving the Fodgral
5 » Government apd s ont in other plgces. Do you have

,, | sosking employment in other places,
+ any etudies, Chairman Campbell, which indicate this to be true?

»
Raroxaent or New Carexns §

V. Mr. Tinsuzy. We have no dotailed study, Senator, but ono study
several yeurs ago, when we had the problomt of frozen salaries for a con-
.+ siddrable period of time, indicated that people were !envinyﬁ}nd going
. imto setond eareers. In {nat, more and more of this is occubring, even
. .in’ the envgﬁo sootor, where people leave and engage in ‘a second
", joarger. Very few people who retire at age 55 or even at 80 today, really
etire in the strict sense of the word, they usually find other gainful’
i employment, if possible. _ , . . : o
7 Mr, CamepxiL. I would like to make one further commerit if I
-* " might, It'is important to keep in mind that with Federal phy for
“  executives, operating the way it does{%hat is, long periods _o} frozen
7+ pay, frequently. retiring and receiving cogt,-of-in‘ving allowances which |

: woui.d in the long run, produce more income for the retirce than

. staying in saryice. o \ ) . -
. -genator Pyrey. Those are- all- things that ought to be’brouf.vht
. up.under ciyjl 53rv1ce reform, I suppose. As to how long this policy

" can be continued; especially in view of the fact that people are livin
longer. I'don’s know. Social security will go bankrupt if we tontinu
the current retiremént policy of eligibility for retiroment benefits
after 20 ydars service, If those people are not %omg to retire from the
work farce, then they are going to spend the last 5 years-of that 20
ytiﬂ:of service lining up another job. They are going to be workin

whi
Ch

collecting retirement pay. Is there some concern in your mind,
: nan Campbell, as to whether of not we are going to be able to
~ .suBtain and afford this policy in the light of increasing longevity, and
... in- the light of the number of people who are seeking early retire-
ment, legving the service at a prime time in their life, but taking.

~*  their talent some place else? ‘

~ Mr. CampprLL. I think it is ‘a serious problem. It is a problem,
particularly in the Federal.secton, because of the relatively early
retirgment age. I would suggest, however, that it is a total societal
. problem, as more and more people have valuable time left in their.
careers following their retirement. ‘ ' .
I woiild make only ope point; that.'\"e are under legislative mandate.
_ to produce & study, along with HEW ‘the Treasury Department, and
.. OMB, to report to Congress by 1980 on the combination of the Federal -
- ‘retirement annuity system with the social security system, and that
study will look extensively into the kinds of problems you just raised.
‘Senator PErcY. I think, Chairman Campbell, you could be excused.
We appreciate, very mucix, our appearance here today. I have two
* ° other questions but your colleague could answer them K)r you if you .
_.must leave. I.am nog sure whether Senator Church wanted to question

YOR‘pemonally.. - C : o ‘.

~+Mr. CampBELL. I just would like to add that these are matters of

tremendous concern to those of us having responsibility to the Federal

wh(i’;k" force, and .we look forward to working with this commitfee- in
ares. o 'S

IS



’

Mr

-
W . -
~ . . ' .
-

- 184 . -

Senator Pxnoy. Thaik you vory-mucl. & .
) . Tinnley; one question on social wdourity.. There is.n provision
in that bill Which reduced” the amount for 1}

io surviving spoise.

- Would the B-year grandfather clause in this protact emplayecs who
¢ e

——arecl

retirement plun? Oould you. briofly explain ‘the rational
provision and could you tell us what offect thia will have o

o socinl security benofl their

't

r this
derkl

.employees, partiqularly in terma of retirpmgnt incoma which Wil be
_ available to them? 3, ' ' .
. Mr. TiNsrer. Although I was not privy to.tho dovelopment of that

. provision, I thin

k tho rationalo grow out of a-sense thad individuef8

‘were beginning to be able to multiply their rdlirement. income by
- virtue of acquiring>eligibility for retivémentsbenofits under various

systoms. There was a particular political sensitivity, and a sensitivity

on the part of the public, to the fact that some civil service retirees,
particularly those who retiro early, go-out and obtain eligibility undor
social socurity, and, thereforo, they aro gotting two bhohefits from the

. Federal Government. ‘ h
“There were a number of propasals to try to correct  that problem
some of which were benefit offsets. Ono proposal contained in. the fill
involved the problem you mentioned; that is, tho imlpnct of combining

~ the two systems.
- for some individ

It will undoubtedly result in a reduction o(‘é)\oneﬁt,s
uals. Boyond. that, I would have to do-much more®

analysis and study to be able to give you additional information.
Senator Pxrcy. - We would appreciate that, . o _ .
. The difficulty of expanding part-time opportunities within the

Federal servico has previously been describod. ‘The way OMB counts |

job slots increases pressure within each- agoncy to hire part-ti

employees who will work almost a full-time schedulé, 30 hours a wee

or more. What cant be done administratively to correct the situation?

Is there n need for any legislative action on our part and, if 0, would
- you recommend any such changes?

* Mr. TINSLEY.,

There is part-time legislation currently in Clongress.

) The Civil Service Commission and OMB,showever, are already acting

come, this effort

at President’s Carter’s direction to oxpand part-timé opportunities
- . under existing rules and regulations. Regardless of the legislative out-

will continue. ~

Senator PErcY. Finally, %e have heard testimony on part-time
odified work afrangements such as part-time work and flextime for
older ‘workers. How prevalent.are such arrangements in the Federal

Government, and can you cite examples where these arrangements
- have been used successfully? To what extent do we need to expand the
provisions of these to have a timetable or have such arrangements

available? _
U Mr.  TINSLEY.

-

I don’t think the I;l'zictice has been vepy widespread

to date, Senators It is part of both the planning of the Civil Service

Commission and
here camefrom t

the agencies to expand these cfforts. The impetus
he President’s interest and direction to all agencies to

.expand ﬁermmcnt part-time opportunities for'em loyecs-of all types.

Althoug

the effort.has been underway only since last fall, the results

. thus far aré encouraging. Part-time Ylermanant employment is up by

- ".v  almgst 20 percent over last year. We s !
. as 1 mentioned earlier, are taking a number of administrative actions

© to ensure' that it

ope this progress continues, and

does.' _ - o .
d
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Fedéral sgenciés have initinted pro- . -,
flextime: pérmissible: under<current. - -
es-of flextime schedules:available for -~ - -
o the:House.and:is presently pwaiting . / {

“that, bill Would undoubtedly spur

agenicies;: ot Y TGy )

1ch. T:appréciate the information’. -

e A il e a0
,Senator Pergy. «, - i - TUoe e
Thnk you've ‘ o

albe with us totlsy, He has; howeveryy - .
cord,-which I Will ingert at this time.,

I

ator: Domegui follows:], ™ '+~ .«

INT/OF ENATQ]{PETE V. D‘S:HENI_CI ey e L
.days: of hearing# on.“Retirement, Work, and .
ered a. great' deal, of information on 'various.
g work retirement patterns. The hearings, 1o date, have
1'have'been most, impressed-with the testimor(y presentedv™ . -
ring-these rissues-into- clearer-focus, which I hope will lead -~ -
,plans and policies gonsistent with our ,changipgidemo‘gmphic‘
g will hear from-our last, two eXEeﬁg..CMMAn Alan Campbell .
66 Cominission,-and Stanley Babson, an.industrial, financial....". "

bell’s testimony and his comments on Civil Service Commission® . * -
fiinnoyative work arrangements should be helpful and inform--—""
\ericans, choose: to  remain “in ;the work force for longer periods -~ -
‘s mriore fléxible work, structure- so that-they ¢an cope with - . -
and’capabilities. Preretirement counseling, trial retiremeént, ... !
d{g)q:t-,tim'e- employment —will“helﬁ- -our._citizeg&a'gi'uat ‘to:’
the'largest. single-employer in t e. country,”the ! Federal:..
opportunity to'serve as a laboratory in the search for, viable : .. RN
odes, 'Thosé approaches 'which prove succesasful in the Federal . =

‘be’adapted for use by State and'local govern: ents, as well T

cenﬂy-‘-iﬁtrbd.hceﬁé

5

shator Chiles ands1 recently int, ation, S. 2805, the 1978 amend-
rents to: the .Comprehensive Education an Training Act, which includes. &
n: designied ‘to ‘expand. job opportunities for older workers.' I am pleased

hzitt}tlte‘?dftjbn of ‘otir‘bill ‘entltled “‘services for older workers” was inco orated’ . | T
‘into'S..2570, the CETA reauthorization bill which'will soon be. considered: the' .
Senate.: :Our , provision . encourages . older worker participation in' work shpring: Ty

and flextime, arrangements. T ; opinio
 most:interesting work ‘style alfernative. It has worked well in:some- Kederal
gencies,. and implementation of ‘the flextime concept on a broadér seale is worthy
full exploration. I-am interested to hear-from Commissioner Campbell about the-
extent; and effectiveness of flextime among Federal employegs, ..~ - ./ " . /.
Needless to-say,’ both private. industry ‘and the Federal Governmeny must:
.adjust:to.the: changing demographics which .accompany the imminent “‘senior’ - -
boom.””While it is. &) pr‘o'friate for the Federal Government to take the.lead’in -
_thg.'-devel?smqnt.-o'ff exible: work’ arrangements, experiments in alternative work:
~styles.should also ﬂbeg;n‘sued?imthe_ private sector. In this-regard, I look forward -
to hearing from :Mr., Babson,about industry attitudes toward, and implementation. .
‘various nontraditional work arrangements. . - L o
T also’hope that Mr. Babson’s testimony will concentrate on the costs associated” "
with changingiwork retirement trends, As & member of the Senate Budget Com-~. - )
ittee, this;subject is of trémendous interest to me, I have reviewed Mr. Babson’s.- .,
‘testimony.and found it.to be a-very thoughtful:analysis of the-economic ramifica-
-tions.of  changing 'Wotk retirement styles: 1 believe today’s witnésses will contri-.
- bute significantly to ouy effoits to explore, in.depth, £he evolving roles of employ-
ment and retirement in ow. dynamic gociety. : o ot

\ ents. The Jatter of these two innovationsis,:in my.o inio:i,-, T

.o

e, . [
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... Senator CHURCH.JOur next witness isfSt'gitl%y, M. Babkon, Jr., who - - /
T ¥ .ma.ﬁagement.éonsultaénii%ahd former vice:presidefit:of finance for .~
i, . “the Technicon Corp.; and the'author of & baok called ‘Fringe Benefits, -
. the-Depruciation, Obsolescence and Transignce of Man.”” Interesting . -
,\T‘t ‘ t‘iﬂe. ‘-‘,._..:'_:_:",é':,':;-‘“ }I '. .~ '3 .,' .‘[c "f T e é ./
TN Jom'sme ent is.pezg']lﬁ as think vasfg'our book, Mr. Babsor, b#t I - -
2 <7 amf copfidéntt that you wi | gubmit it for the record,and Thighfight-it - *
“_; .-~ for the committee. . S C w ea
..~ -STATEMENT OF STANLEY M. BABSON, JR., NEW CANAAR, CONK.,,

.- . "MANAGEMENT CONSULTANT; AND FORMER, ¥ICE PRESIDENT OF

: '~ FINANCE, m&mggm.comr T e
oL oM, Bassdx.. Sé'qd.tor"(‘jhur?:jh,"Sena't:of;I"éi‘fléy,-I ;11{1 deeply honored A
. /. .to be permitted: this opportunity to-be a é%gake'r before your com-

, + -, mittee. As-T poinged out in the text of my Staternent submitted to
\ sﬁ; I 4mereally sufprised to be here bechusé I'don’t consider that.Iam

. sl expert on péhsioi planning. I have been the chief financial officer -
.-~ 8 variety of companfes over the last25 years ranging from $2 mitlion "
: .in size up-to over $200- milliort in size, and_ thereforézI ;have’been )
. .~ interested, from a private sector standpoint, in this whole matter of
" thé economics of “people cost,” and notjust tetirément alpne. = . -
. “"Many of the comments that I have ‘But in my statemeny, which hag—
", -been distributed here, come from my -book, and I have 0 advise ybu
. that my material may be somewhat dated. Soxge of th¢ thoughts and -
. Ei;ovo(:ative arguments that I may have raised % ago are rather -
“like yesterday’s mashed potatoes thesesdays, because every newspaper-

- you pick .up-has similar comments from a variety of.experts. I do
. appreciate the opportunity to be here*and I hope that I can contribute
- something to this committee’s very worthwhile project. - ~* L
. There 1s no way in the time that you have allotted to me that I -
can go over the ,46;Fage statement that I have submitted.! Therefore, -
- I urge.you' to read it, because I have triéd to be provocative and.
o . thoughtful in some of my comments, and deliberately so. .
- As’T understand the purpose of this hearing; it is to bring into-
focus what is happening currently in the United States regarding the
-trends of agimg, retirement, anc{ employment opportunities for the .
; a.%n%; together, with' the economic conse%uenc_es of such trends,
." ... whether funded- privately, publicly, or both: Therefore, really, the -
.+~ only thing I could accomplishi-here—and I think that perhaps_ this is
. all you wish me to accomplish—is merely to try to pose to you some
., fundamental questions’or issues as-I see them as a gna.nci_al' observer
.+ from the private sector:”. = . = . . Lo ;
: © + - First of all, I think that it is-important to review the background
e of our ideas and philosophies of 1[])eople and the importance of people -
. as a resqurce to our society. Therefgre, I have developed the first
. sectiom of ‘my material on the question of whether- we should see
man—when I say man, I méan women here, too,that is, the worki
¥ person—-as an asset to our society and to the industrial enterpri
" whether man'is just merely.an expensg and not an investment. - :
- Being.'a__ﬁjﬁ.ncial man, I have come from the- public accodting .
community, the financial community,.and the 'indust;f/_}a.l_ cominunity, .

) or

. . . o
. . . o
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hat:the historic.perspectiveiof man .-
We. charge him off: to the:profit~" . =,
iper share:of the corporationxand we:really-. . -
assetior aninvestozent/to any large degres. K-
because: other resqurces;:such as cgpital, -
équipmetit; we don’t: treat that ,wqy&i’ ST
sdets. Yet, they are pdssive assets and -,
ves. It is ménthat is the dymamic. o -~

N R S PR U L
hilosopHy, & building or &:'piece of-. ' -
life such as 10 years for &qgjece: " - -
building, énd then you' charge off Jhat-
expenses and your -costs over t. at\? oY -

perating expenses and your « hat: period ¥\
is nothing.that'says that wheix $hat period of ‘tifne ™3>
jmmediataly:discard  that.asagt, that.you say: that,that =+~
y longer'of any:value'ta.you, or to'the gorporation, or" ., .
$ ' \ated assets are frequentlyin . - .
ould: any t'in the United States and‘
thing $hat has outlivecithis defined- clironological ~ *

7 ..aﬁtoﬁaz’ sgbjjes:woilld' qualify. -~ .- S
light; b _(ﬂowhyéshd iﬂ’tﬁvé' éor?sider that a wo
e same kind of a:thing? Why- va fo 5ay thay
o5 a\chronological ;point. of -time- 16 has'no further . .- -
ither to his company or to society? T-personally reject- -, -
n ' f my.statement,: L Lo

R -yoii 'will seein the latter part o
‘that, we should abandon the concept of mandatory re-
on’t think it has a place in our society. I think-the con- -
. people as & Tesoiiree in our society is q,fundamental_f)hﬂosophy_ Lol
‘should:reexamine currently. and. establish positively. & =+ <77
'Tiie' sécond point, that I wish'to make in my text.is that indirect - ",
eople costs are.kind of sneaky and they have been rising quite rapidly
v the: past’generation. By indirect people costs, I mean. other than i
t'salary and wages. It.is interesting to note that from 1930 to the/ . /-
t.tlagv*théy?}ha.yegincreased over 10 timtes, that is s tenfold in- ~. / -~

o, .and that, is, becatise. they started from the -very low. base. But - /

ven when 1. wrote my book, 5 years ago, they were 30 cents on the /.. -
ayroll dollar: at; that_time, and when you'consider .that the payrolk".-
ollar itaeli over the last generation, an even currently, is rising veyy

idly, you:cap see that an indirect people cost increase of tenfold/on. o
rising, payzoll

e is an enormous’geometric progression. Pensions.- . .-

and:retirement ‘cost are, of course, a fundamental cornerstone of that - ,

_increase:: There.are other indirect people costs that I think are,just'as, .~

larming and should be examined: =~ .7 L - S
Senator CaUrcE. Would you mention them? P

- Mr, BABSON.. W’elll,1 certainly-the trend toward more vacations, the

trend toward. more-holidays; the trend toward a shortey’ workweek..
vithin the lagt week, singe I submitted my statement, there was
wsjor.article.in. tHe ;Wa._ll;Sn\;set Journal on some study that has been
fone :by: 8- Mid Western consulting firm that indicates' that within 10. -
years the 32-hour workweek will be the norm. Whet} that is true o .
“Tiot remains to be seen, but-there is all of this tren ‘forgiving peopl
amore time off with p&y’_,,in other words, paying for more nonproduction. -

A3 ‘.




o - Ca S ,Z‘ N L s -;.vv__-,b‘v_ e . “ . '
! ihin'l{:th?sqs;a;,vqt'ii?worgisome'.thiﬁg,_ and somgthjng that we should’ .
ba. alarmed :about; 8a :a:society, becaues there seems_tq be b need and®;
a;pressure-forswhat I call: “‘the onward.and upward society’’<-*more."" -,
- 'timeoff- | the:same :pay, higher retirement. pay; eurly retirement, it .
- etcetera; and:I;think:that-one: study, ‘that this:committee sha dguns?
.. dertakle is. tax imderstand why this héed psycholdgically arlsésy) " . .
*+]4 there-gome.inequity? Is: thereva’real heed:for people to work less. .
irme;and iget:paid; for:opwork?. I'don’f; knowstheanswer to that, but,: -
" I think it"is a fundamental psychological Study: hich’should he made~"" -
- “made-so. ;tha.ﬁ‘wef':ﬁnd_é?t,and\' the motivation-for people grorking. and -~
- /The'thi -p‘omt'-that:];fthmkgm’pontb.nta.nd.reall};fundamental, Ty
.~ : Senator:CaurcE. MaplI just say:that as the burden of cost connect-- -
- "\ed::with: noniproductivity: incieases, it gould reach-a poing-where the.
" economy-itself:is’ no:longer competitive, then:living standards for- -
- - everyone:begin to:decline n’t‘that true? > - SR
."::Mr: BaBson: Yes, gir; I believe that is true.. . - e
“+,Senator CpkcH. Prior to that point in t_im«a,'I.camﬁf"Eell you when:." -
-that point of time-will. be reached, or-if it will be reached; but from an. "
industrial standpoint, what would industry.do toward this problem?:

* Mr. BaBsop:. Well, one thing you do of course, is to B¢ -toward - -
" increased .autpmation.. To replace man, who h bechine too expensive .. <
- _an asset or a:Bost to.the company, so that. to ect your e gs per-’ .-
" share;.you-go:toward incressed sutomation.and reduced labor. mten~: .
“sive activity.- You'try:ta reduce the labor intensive nature of youry -
- business to get away from this high pressure arfdl;this onward pressurg. . .-
’I—‘h‘abﬁs»ope thing you.do.- e e e
- -“Anbthe® thing you do.is go._to. Sther countries..That. is“ene thing: -
- thatmultinationals have doné. It is not the only reason they go across,
- however. For thedast 2) years I have been involved. in international. .
yg&er&tions' and, there are some major advantages in' doing.just that.
at opportunity will bé closed'in-due co(xrs‘e,off’ time.because all wages. -

,
‘g
&

. worldwide, will be leveled up eventually, T am sure. So that is a short- -
‘term opportunity atbest. . . .

_“'The third point that I think isfundamental is that people are liviig’ -
‘lohger. There is no question about this. Mr. Califano spoke the other’ "~
+ - day about this in his opening remarks. It.has been well known from’ - -
- many gources that longevity. is definitely increasing. Even in my-own:
- lifetime, the increase in longevity of males is 10 years at least. I be-
". Hléve this trend will continue. I don’t believe that we have just reached - -
* the point. where people will now stop increasing longevity. I am sure-

.« that the biomedical community can ad¥ise you on this more -profes-
. siomally, ‘i) A o

-" " ~A 10-year increase.in longevity, as I attémpted to:show in:my- -
statement, in & very sim le illustration, could- 'trii)le yeur planned
{7 . pension’costs; Ome of the things, of course, historically, 1s that people -
JELL vgene‘l'_a,ujﬁ were not expected to live past-65. Now that they-are living! -
;- 3" 1o increaging numbers to 70, 75, 80,.and 85—my own father is 88 and
., . Ihopebe goes to 100—one of the things that is Inherent in this is that", -
BRI t,l;_x—iqis_‘, ‘escalating enarmously the cost of retirement. It is rather odd:.
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eality, increase the & tal overall, cost t
asow. Yes, I -can understand, why the .
e policy standpoint, would be interested in ehcouraging earlier . . -
‘ u are concerned about overall unemployment in- .
. ‘not the same motivation that private in~ . -
. 'vicp_mpq.hy,executivq,,I.ha.v_e no interest n-how long ~ @ -
ing outside the®door, I don’t’ feel I hgve ‘any mission . "

eople that are unemployed.. . ; B
“that line. gets too long, will.they 'break down= . -

_*Mr; Bapson. That may betrue. But nonetheless,
executive; J’'m more_concerned with doing & good jo
.already inside, the door: I’think this is & fundamental difference..- -
e - Tue INFLATION Facror CosoLn
."-Also, the effect, of inflation after retirement is an additional factor.
Tt'is not 'surprismg to re ) ‘
it is not s very. popular or widesprea .
‘clauses in post-retirement benefits or.retirees because ‘the cost repre- - -

gents & significant increase. Further, just as & rule of thumb, the in- .
formation that I'have is that a 1-percent average annual inflation rate
will create about an 8-percent increase in pension plan- costs, ‘given
3 If you translated this to a 5-percent average.

a/ v hat you could control inflation to'5 percent,”
“this-would ‘further increase your pension retirement cost by & out 40
percent, probably. . -~ .. AR
. “Senator CrurcH. Now 40 percent over the entire period of retire-

- everythinig else is the satne.
‘inflation factor, assuming.

" —M# Bassox. Right.
. Senator CHURCH.- On
vxsmns in"a retirement

bétween: having péo

apt'We'_knoW_/ar}meS'frdm‘the economic coné . .-

f our society..and the. greg.tet.em%ha'sis on i

fppoi'tuﬁitxgs.'f The‘l_vael;l;menp ' ; AR
‘encouraging oyees retire early in, - .

TEC | %?ﬁ £ increase job OppOFtu-"

¥ unemployment: costs, wh?l%as ‘in proof, such

{D¥ed that, for cdiain plannéd s
at. the ‘time, that a 5-year earlier

c
ide your pension cost by 69 percent. Deferring®
m: 65.to 70 reduces your retirement; cost b§_45
ily have 55 percent as much to.pay out. Now
ould-be recalculated for the curpent variables -
‘the relationship -woy “be_similar, the same
to you.~There is no/Auestion but that theres

ple try to retirg at 60

the payro

as a. corpora.tb

alize that:in the private pension plan sector o
d'feature to see cost-of-living - -

LY

0 -

.-

.

)‘: .

e

‘the Government.
overnraent, from - .. .

b with those that = A

~

the other hand, if you don’t have such pro-,

benefit and. inflation continues—— T

©. /~Mr. Basson. Well, you erode .the effective’ purchasing power o
’-retirement, benefifs. . : g :

" Senator CHURCE. Then you pauperize those that are retired over &
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Mr BAB.BON. Yes. But to buﬂ“ Nia ol "g escafator, this

. ui’d/ translate- 1tse1f into’ rob V- something Wlé"2 '..,-- s additional

indirect"cost.: ' vorking peér st as g quick

5 snmple tule ‘of thumb. This: 'be cal a.ted out, but that wou]d
& , {D»what _a.'*proper balance? I thmk one of the funda.menta.l. .

f-questlons for: the ‘committee is, What is the proper:balance betwWeen
‘I.workmg life and nonworking life? If it is to start sthe workstreagn
e 25.and work itb 65, tha.t is'40 Years, but if it is to work until
ma.y e 60 or 55,.@.nd ‘then live in ;etxrement for'5, 10, 15, 20, 25 years, -
would it not gat kind. of sﬂly if we spent more t1mehn a retirement.
mode té)han in.a productlve work mode? Tha.t do’eg not ma.ke ‘sense to :
‘me at ' o

-+, " Senator Cm;mcn Dotyou know wha.t the averag e.re( ment age of
: the Feders)'employee, is today? : .. T NS .
-7 Mr. BassoN, I don’t know : N MR ,' ’
", ' Senaton CEURCH, It is 58.3 years. S

‘Mr. BABSON If théytare "Te: in retirement. Bht as'we ‘heard in our

= Y 'ea.rher dmlo th1s t often the case.- .
T Senator p’%})any of them are nbt. =~ - oty
Mr. BABSON y of them are not, so they gre gom .on to’ other

- forms of production of incorhe, twhich’ should be consi ered in your
. '_overall retirement, philosophy, 1 1p my opinion. -
. 80+ think we have.a ‘fundamental question -of ]ust how 'much
‘ “nonwor ” can a society suppart. I like to refer to the concept of -
. %a drone seciety,” which islikened to the hive of bees, where you have.&
+ ‘group of workers and a %‘oup of drones—drones don’t. do any work,
the don’t bring in any honey, they just “consume’ and have “fun
' ames’’ with the queen. That may be the sort of society we are
. bu1l ing in the United -States.
v Senator CHURCH. You mean the drones are sort of the queen ’s
. _court? D _ L .
.Mr. BaBson. Yes.!' e R o=
" -+.+Senator CHURCH. How do, bees work th1s out? N~ e
Mr. BaBson. I'think when they ,get too many dron)es in the hnve :
- the get rid of thern. The hive can’t support them. "
- Syena.tor GrurcH. Do you know what tﬁae proportlon is?
“ ., Mr.Basson. No, I don’t,
: ‘Senator CEURCH. We might get some inf ormtlon'un-thisr
“Mr. BaBSoN. Yes, 1I1f don’t know thissg:: - - '
Gomg om'to the next Wlea, what is a pr.opef retlrement bene ?lam®
syre you are aware of the fact that there is a big difference, even in the
: -private sector, of what different companles have. Bankers Trist
out a sutvey of corporat dpenswn plans, which $hows you when youfook
at: it, ‘tha.t there is a wi dlspan m féatures between co orntlons' -
. - By fea.ture I mean, what is popular in industry today. So t. ere isno
L . -norm for any such thing as starfdard set of features. - '
=" ;" . There,is'an even biggeryifference between the private and pubhc .
. - _sector, a startlug differencé. to me. I .don’t knoéw much about the pri-
" -yate sector, ‘but 1n the public sector, from what I have read and heard,
- -1 think that'it is not uncommon to find in the Federal sector, and a lat -
Ty .. of State and municipal sectors; that I\,lrou could work for full retirément
S pa.y in ma.ybe 30 yenrs I had thou" t that 1t was full ret1rement pa.y,

.

e ._' . n
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d mean: probably 1%.

or fir a.l‘average ¢o ation; per year
if you -have 40 years'of erv1ce, ut you
1ge pa for aretlrement income,

‘r

cant dﬁerence. Now one of the thmgs I
:really, bothers me, is to realize that there
méd services; where you can work only. 2Q
tMent"pay, and ‘then shqrtly ‘before you retire, "
‘f ake: care of Jog!’ who is"a nice guy, boost him L
- dhavehxsretrrementp based on thislate .~
o never earned. That is-an abuse of our "/
um Sure there are ma.ny such abuses, both in the
th pubhc sector. Drle .,—4 [

‘e -

. (\.

in T urge. thls commlttee to “do, and T t.hmk tha,t :
iois’need 'for,*is' define the logic. of 'a  pension ‘benefit.¥;
] accomplish? What is-our social plﬂosophy?
e; a‘working ian or woman to-do for soclety, and -
exp _ct socleﬂﬁr o for them, in terms of ret1rement com- ot
ur society afford? -
for ‘government ‘that is co f.ted 0’ removing d1s-
all ‘areas‘of our society, that you should address your-.

selitii undarstandmg the forms of dxscnﬁ%matlon,m out owirretirement - . - ‘

gystémi. To me; it’ ‘isAliscriminstory for fne man to work 20 years and - ©
another roan to work 40 years for his retjirement benefit.’ . .
It'-lq,dlscnmmatory for a man to ged at retirement 100 pofcent. of

a.} fpa.y to retire on and a.nother to i et only 60 percent of his pay.’

.. of course, it is- dlscnmm ave. one man. havg a-protec~
‘against futire inflation an s,nother fot to. So I thirk that there *
;}md‘e«a.‘rea.’é‘of—..ldiscrimmat that I-suggest that thrs comm1ttee .
fld consider as part of its investigation.. ’

ortance of cost controls. As® financial executive, T am well
I e fact'that there must be an incentive to control gosts and -
abuses and there must also be productivity of the funds:that you are:
ing for retiremént. In industry, the chief financial officer: most *
hkely is the'man who is worried about 'this' because:he is trying to
‘control and'protect earnirigs-per: formance. That js the code .
that the corporation in the industrial area lives by, ‘and when retire~- .
ment costs, go-up, the monkey i is on his bick to do something about it,
d- he' wij¥analyze. dlﬁeant &lternatlves and ‘options an ways of
ucing that cost.
‘Senator ‘CrurcH. May I just msert here, in order to correct the
‘record, that underthe Federal system there'is a difference between -
the executive branch and the gongressional branch. The-congressional
branch accrues & pensmn at’ 2 percent a year, perhaps on t theory
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. that life ls’%'ery‘:hancy for a‘Clbnﬁressnra.h..In' the executive branch,

’

N

Ly

s ..

.ll_v \

¢ .

-

where there js. greater security; the percentage is. different. For the

- first_§ years, the' retirement is ‘computed on the Kasis of 1% percent
. a yéar; for the second § yesars, on. the basis of 13 percent per year;
and from the 11th year and beyond,‘on the Dasis of 2 percent a year'
.Mr. Basson. I-'Lgmk' that there.needs to_ be a serious incentive to

f

N

Ny

.control costs. I-apnaiot sure how: this is accomplished in the public

‘sector. J af suré how it i§ done in the private sector, because have

be¢n engaged in this in a variety of companies over the last 25 years. - '

‘becauge I have a {feeling that they are psycholdgically perceived to be

also *worry; ss an indfyidual, about Government distributions,
“free money.”” Somehow th§__Governm_ent is&onsi

dered to be-a mqney,

tree to be pruned by the opportunistic. I seecases of this in my own-

. -experignce, and I gm sure_that you. have many, ‘many llustrations - :
“brought to your attention of the sam, thing. I feel #hat this is a very .

. point ag well, because I' think that.tq the extent that the
‘1s in the ‘‘dole business” ‘and s perceiyed to bo in the “dole business”

- statement.

;. idifficult problem, Rot just from 'an _econofhic star/dpoint and a costf .-
. containment-standpoint, but from a pioral .and (sychological stand-#
Government ™ - :

- " as opposed, to redressing; grieyances and abuses, why you may run -
'.\j—jgg\qys risk of eroding the national morality and work ethic.

. #hould retireteht be mandatory? There is'no question that .we are T

“healthier and younger at age 65-today.thanive were 50 years ago. This

* has been amply documented:- It-has beenreferréd to in the dialog

surrounding your regent legislation, #id “there.is no -point of my

dwelling on this discussion. I*have covered it in- my prepared

[

+ If people _wiéh to work,"Iﬁhlnk thataia my view,

it is better to péy _

‘them for work than to.pay thex for work ‘i‘f,'-j’fbu‘ adopt a social: =

»

philosophy that you are goingl‘tsq fsu]i'port: a certain level.of ingpme for .
o fee

members of your society. I a

that there js:am important psy- *.

chological, and moral-aspect to having & ‘persont. wprk:for his or her ..
- retirement and for his“or her pay, rather than receiving it for not "~

working. I wauld not overlook t;hi's'aspeé"t of the problem. * :

. Many retirees~even now,”L am sure, seek postretlrem'enﬂ employ-

ment. J don’t know. what studies rave been made of just how extensive
_this is, but I think that:it 1s orth studying. I-think we should study.

the purpose -of, retirement gnd what are we trying to accomplish, and- -

why do people want. to retire. Are they tirejk?, Are they bored? Do

they want to.go off and. have .merely enjoyment, of Jeisure? Whatdo %
they want to do? I don’t know. the answer to that, but I think it isa’
_ fundamental question for this group to study. the ‘motivation of TE~"
 -tirement iself. . n S

,‘

L

T Way, “Ant or Normineg™? ey T e
' .- o . . s . . R . S

.~ ™1 think tllla,t."‘it is aportant that we define a more ‘variable alter-::

native to an “all or nothing,” ‘‘jump off the cliff,”” or “dump himon'a '

trashpile” approach to when a man or woman. 2 ches a chronical sge-
. in time. T don’t-tTéink there is any purpese to, b served by mandatory. -

-retiremenf, I reject the concept that there Is no economic contributjon ”-.

. to society of to a ‘company, that can be made by such a person on
" some - basis. Therefore, my personal view 1s that we*should totally
eliminate the mandatory, feature in any consideration of retirement

. philosophy, public or private. . T :
o 20
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Tho. rolé of -the Federsl Govern : »
Federal Govay gnt lég‘- ‘best p understand the problem
. .ltrelste%to ﬁ@cﬁ?lrs' ociety, both public and private, and the

byt

Bl gt .

unded, ‘that: abuses. hréf controlled., ¥ think you should police imiple-

butions .wherevemsourced, from the cradle totthe grave. That is:

signed. to: try in part, to’ correct. 2
T wounld go much furflgo

they, go.along, and have it funded adequately and set sside for them.

qrivate sectors. I would urge that
tions should: be moved. from company to company, for an employee,

¢ Togialation that fs passed
\giﬁfdﬂit;‘;l'._thinkwlgl have g‘[ottén a minimum. For instance, if I
re g 27 year-old. worker n W,

egislatior], if I am correct,
at-all'right now, under yo
fied, but I:believe that is ffu . _
.. Senator CHURCH. ‘And ¥ -a private plan? - X
. Mr. Basson. In a priyate plan, I believe that it is still an area of
.abuse.-and that gens_non contributions in-industry, that are being set

ing. career. Therefore, if
.or '50~§_ears,,—he, together wit]
‘contributions. of. varying deg
.benefit, and then you won't

‘his various companies, through mutual
Bave the bind that you have now. I
-~and in the public sector, on.4a g forward basis and figure it out
‘separately, as far as past service funding i$ concerned. SRR
o' Senator CuurcH. Of course, with the Bocial security coverage ‘today

‘exténding to nearly all of our workers, that problem is mitigated to
- #ome -degree. Practically everybody “is covered by social security as
they-move from one job to another. So this Feally is a problem that is

" within the private pensiong

e redundancy I suggest jn my, statement. Actually, since

(L _you originally set up social security, there

v'-.:Ii.wroté;-the statement, it occurred to.me si?c‘e' then that really, when
- goals,; .objectives,” or philosophies, and th

re -was no regulation or

' Q&emn;gnt m_;etirémentﬂ think -.'_tho: o
1 for:planmng: dn b ection. I  think the Goyernment’ should

evelop.the socisl philosophy that we want to accomplish, the strategic
plans; :and :definé the minimum spécifications for retirement benefits,
‘ ‘evén. the maximum, too. I thinksomie thought ghould be.
"B think  t¥e. Gov eht, should-see. that all plans are adequately
mentation and réduc dlScmg.m&tlon among.the various sectors of our-
ociaty. 1. pérsonally believe in complete portaib@_f ‘pension’ D= - ¢
-abuses-and one that your legislation'a few years back was

There -are lots. of techniques for d_oinilg this in. both the public and '
all pension retirement -contribu- -

j.hrbugﬁlﬁéf"pmddctiv_e'-life Gxcle, no matter how many companies he. -
'‘BapsoN. Well, I don’t think that the legislation has gone that’

present legislation. This should be veri- "

aside dor.an employee s 1'11({ follow him throughout his entire work- -
i i udo that and an employee works for 40 -

‘really. urge that we move in thad direction, both in the private sector -

- ngsystem. T b |
el ';:;BA‘%ON"‘WGH’.I partially agree, but I think that you should
- reflect:on™th |

vere no defined retirement

t.what we have in this sountry now: I think it-is-one .of our key - - o

‘wonld .go m further, than that le"glélat.idn;'l'. see Nno reason .why ’
soplein our society should ot earn their own refirement pay as

o Cerwsion: o ‘what sxtent has this been sccomplished by ..

I could work for 9 yeais ynder your " .-
d still have earned no pension benefit”.

es, will have paid for his retirement =

B

\/‘.‘_

[ 2
fi.

- - *""control o -the private sector at all, such as you'liave now taken great- :

. steps to move intq recently. .

BPIS R - AN s
. S R . o



=  Pgeuro ANp Privare:Repunpaver - L '
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— ‘Haﬁnéggne_;nq’v@intoj the private sector in defining what they, -
. must"do and'the minimum specifications, et-ceters, tp the 3xtent that .
o7 'you have, it .Beems to me tlat, administratively you have a partial
" . redundancy between social gecurity and private Elension plans and .
. 'that it may be more efficient ta give corporations the option of merg- -
" ingsthese funding vehicles into one schemeo that yqu dén’t hava two
-+ plans. fr thésame empl 7ed, You have oge, that s, either all private -
.27, or gll public; and ther roll over'that pension plan to the next corpora-
= tion-or.to & centralized Federal'pool of-retiremeént fimnds. .- . - .
""" - Theye ‘are a lot of choices that you could elect there, butr’._[_}hj.n]_g*\j_
.7 some; copsideration of "thisiydundancy should be, exam}ﬁed Tom: an '
- efficienicy standpoint. = _.." o s L
T §kippm51?lxl1, because I realize we are running short of time, I ' bave
T said somet in my prepared presentation about the philosophy of

/. #-{ setting aside, through a ‘'worker’s productive life, & iﬁnsmn eontribu-
“‘tion for him which is really a mechanism for letting his company and - - -
" he himself earn the pension benefit as he goes along through life. To -
**..me, I favor that philosophy. However l{lou fund it, I still favor the
P philosophy of having an employee earn his level of pension benefit by « -
"~ . work and by the attainment of the degree of skill that he has ‘achieved. - .
. But Lthink that there should be minimum benefit, and one prescribed. -
+% « . by Fé&leral legislation. ..~ - - : i .
1t approsch as opposed to the public approach of what I

-, Y igvor
‘call thy “#ant kiting operation,” where currently you are taking from .
) . Peter tf pay Paul, because there has been an imadequate sum set
- agide e gocial security pool. But some day Joe Zilch, whom you

fg—»  have to take money from 20, 30, 40, 50 yeers from now- .
, - to pdy for Peter’s retirement, Joe Zilch may not be around or resist. -
! . paying, and_you will get stuck. I don’t think that the Peters in this -
. country realize -this currently to:a very widespread degree, and I
. don’t think it is_as sound a device as the earlier suggestion that I -
L have made, which is used fundamentally in'the private sector. -
.+ 3 realize it is an enormous task of getting'over to that kidd of a ..
' program in the public sector, and in some cases even in the: private
sector. I suggestpahowever, tha/t we could do this over the next genera-
‘tion or so to cover the past sins and to consider the immediate possi-
bility of starting this. A . o S
Dependency ratio, I don’t think there is any need to, discuss this
‘here, I have covered it in the prepared statement. If you want to go
“into'klt,'weca.n.- S o S Cm
Clee T have already discussed the elimination of the impact of ma.n'dator{ .
~-->-- -retirement on private pension plans. Well, as- Mr. Campbell, said
' really don’t see the problem. It has been my experience that ‘the _
" people who - are reaching 65, when mandatory retirement was 65, -
‘ " 'who did not want to retire and who had a critical problem, there was .
%, ysually s provision in the penSion plans of private’ companies that if
‘such an employee had a hardship case, that the board ‘of diréctors of .*
** the “corporation ‘would consent to a’ relaxation of the rulesfor that
" ‘employee. That has been my experience in the comlia.nies that I have ..
‘worked with. Whether that is widespread -or not, I cannot tell you, .
. but I'teally.don’t think it is going to be significant problem eliminat-
~ . ing'the'mandatory feature entirely. - u(. ' T

S




Al of the’testimony. w?mhadﬁ'far seéms to -
tion, tointresss, the iandatory sstirement age . -
‘make puch difference immediately in térms of

. Y- WOLk ,..';,,ﬂl.t,;apgsam that you approve of this . -

- We would, .Jike ‘to see mandatory retirement eliminated,

Jo vou i Jn fact,-it b thebem{;);'t(l:}mtzf the. Federal employees: But: ™

o you think, raising the mandatory retirement age ‘to makeJ

uch difference? :* " v LT La T _'lg“g'omg R

fr; BassoN, I'don%-thinkso, -~~~ ... ., T 7

Senator: CEurcE.. With respect to the trend toward earlier retire- -

m%nnfhand go-forth, the impact o law may be yery mniinor-in -

‘Mr. Bamson.; That is not the: fundamental problem. Eliminating . *.

mandatory. retirement. really. is de minimiS, it really does not affect.

that ,mmfdpmple;' Cert&mi inly, if a person wants to work ufter 65 or

even70;.1.don’t see how, usxéood conscience we cannot let them worlk

providing they can do so safely, and pay.them a fair wage for what- = .

ever:task they perform: But that is not really the fundamental prob- ; " -

lem. The problem is that people are not staying to 65, and they are .

not staying: to 70, and I think it is important to understand .why not, . .

because’if: the Teason why not is that we are creating too liberal & o

sion benefit, and making it too attractive for them to retire, than - -

k we may, be building a real problem for ourselves and our people -

down'theroad. ;.. T o T

tor CHURCH. Although. we have seen some cases where people -

- He aged:to.add one pension onto another and retire. under even

' riiore: favorable: circumstances than when' they were still workixégt;'
those are exceptional cases, They certainly don’t'represent the typical » - -

* case by'any means. Typically, I think we were told on Monday that . '

" social security replaces, dn the ayerage, about 47 percent of & worker's .-

prior wage: - i LT T
;,If:47;fpercenﬁis:gpical}qf the average of retirement income, as com-

gred to working, then T would not think that it is because we are over-

Paying retired people on the whole, which leads tl(lgm to want to retire -

#7708, Mﬂ%essls that they don’t find their wdtk sufficiently com-

e ling. Look 'at professional people and some people who find their
. work-sufficiently rewarding. 'They frequently will work to advanced

~ ' ages'without retiring at all. We have many, many peo le who.willdo = .-

that, and T think it has more to do with the nature of the work and =

" the sense of fulfillment. If people have engaged in work that they like, *

.~ - this is an incentive to continue working, or, in the.opposite case, to .

curetireearly. (o
- "Mr.. BaBsoN. Well, I think it is a very'xmhwu point. I don’t
know how+you reassess retirement—social philé#6phy, econ¢mically
... or otherwise—in the United States without having some kind of & _
" study: and understanding why people are retiring earlier. What are -
© they doing and why are they d: it? I think to the extent there-are, - -
“no serious studies;.1t should be stidied. L B
- Senator CrUrcH. We should look\into that, I agree with you. . ..- .
'~ T am sorTy to say there is'a roll vote, and I must go soons. I.
wonder if you could:sum up in a minite or two, because you are close:. .

"o

Senemgoaer

N .

i

| : . to the end of your paper.

_,\4"




to"the'economic use’ of Wor, ﬂex,&)l‘ptﬂati_on. ‘as I
ested Libre in ‘my-Téport, to grve more Ll ‘and more:

n'adter they Téach, let's say; a trigger date, that could
Yeagonable, They could either take earlier- reting-

3

a few suggested possible ap- .

** ment; at’reduced benefits, continue working full time as Jong- ey

.wished ‘to, and can:do so safely.and pro uctively, or .to“ﬁ) to & -

" . manpower pool.of part-time semiretirees, because they\could serve a’
" . very useful funcfion to the corporation that has,a nee for sporadic
5. - help outside and can use the help of its own retirees for that, and also
>+ .. 'be some usefulness in that. . : : 3
Jiso- - " Preretirement counseling. I believe this is going to become a sub-
S __fustan.tia.l'_iﬁcreased." ased: activity of industrial relations-departments in the
.~ = Tseeno resson why we cannot develop ‘the psycholo d phi-
[T i certain

Tosophy of downgrading gn employee after he has reached a

...~ ..* dliminate lots of temporary overtime which is expgnsive, sxtiere must .

L ﬁ:ﬁpd_’bf’h‘md,}just like a product has a life cycle that rises and later
i =~ declings; I don’t see any reason why a person cannot do the\same.

TR (1 ;is,;surel ‘an emotionsl problem. If you eliminate the personal stigma
~ of John Jones taking s lesser job in the organization, then yoy can

.~ " accomplish.a useful and productive value to the. corporation, to, the
.~ - society, ‘an'd‘tothe‘indlwdual. We have got to get away from \the

""" personal stigma, and I think this can be achieve through & psycho-
“2:7 " logical campaign that begins when he joins the -company, kno

~. Wb that'thisis one of the options‘that will be available to him upon reti

7 mentat a.certain age. T S

- ¢ ' ” DANIBH _ 'kuri'mm'” : .

./ There is no question in my mind but that this should be considered.

~ “There are people in Denmark that are doing this. In my prepared

‘statement, I didn’t refer to an illustration of a big company“in Den-.

\- .
\

A

mark ‘where 70.percent of the executives and managers over the age -

of 50 indicated that they would prefer downgrading to retirement,

L

. and that some of them expected to eyen work, past the age of 80. This™

is referred to as “‘decruitment,” and it is working in Denmark. I think

it is an interesting experiment. Certainly there ou%?t to be encourage- '

ment for a lot’ ol experimeéntation of this kind
States, and I am sure it will happen. .
> [The prepa._'red,“sta.tement of Mr. Babson foﬁom q1-

ere in the United

ARED STATEMENT OF STANLEY M. BaBson, Jr.

. Senator Chuych, associated senators on the Special Committee on Aging, and
‘members of staff, I would like to thank you for the honor allowed me in
vited fo present before you my ideas and thoughts on the subject of

ds and related costs thereof. o : o
" must advise you, however, that I cannot claim to represent any partioular
oll.xeg,-industry,-asgociation, or even company and that my presence here is-
—merely as an interested citizen, a financial executive who has been chief financial
officer of small, mediumi, and large corporations over the past 25 years.and, henoe,
exposed to the topic under. co ation by this committee in a number of differ-.

. industrial enterprise, I, therefore, cannot claim to be any sort of expert in this
. fleld of your investigation only an active and mature participant whose personal
: - experience, perso _curiosity amd inclination may per ps have developed some

ﬁ[, . . . "
4 . BN

PR ¥

ent oironmstmoeg‘ but always from the perspective of a, financial officer of an



Q

ERIC

Aruitoxt provided by Eic:

107 : :
 éfint are Wworthy of conaldefation, The ideas

-and Sons in 1974. Some material from this
eomments 1 have furnished the authors in.a
among the material pub) ed in 1977 by

. Rix, undey the title of ¥The Graying of

e

igtso focus, froglxn a
ted States regarding
aged,

e

R

B &;»meﬁoft is
 of perspectives, what is happening gurrently in the

LS

niting the need for such a ourrent ent and starting this present dialog.
. ‘The partioular objective of an init Tneeting of this sort can only be to pose
$ s hopefully. to identify most of the larger onet, and.to begin to suggest

W relop possible alternative solutions.
"My “own role in‘such an initial meeting can only be-to present to you such
issues, observations, and cost indications as would represent the perspective and
- interest, of the financial executive of an industrial corporation.

... ;Rimplistically, tix Wcﬁve of the financial executive of an industrial cor-
5 ation’ relates to: (1), Btrategies for increasing the revenues; (2) strategies for
_cantaining or reducing ; (3) strategies for improving productivity and return.

“In"this connection, I would try to generalize by -characterizsing the historic
frerspeqt[ve_ of the financial executive as it relates to retirement  and pensions as
“followa (1):Compliance with the law; (2) reasonably equated with competitive
: tices in: industry, particularly within a given regional area; 4(8) minimum-
" * codt to'the company and minimum impact on current earnings per sbare, com-
.- .- patible with acceptable union/employee relations. -
: N _— POSING u:nni‘ 188UES
- .4« Ts working man an asset or.a cost? R < SR
““Accountants’ generally think of man in terms of cost, that is, an overhead
[ expense,’s , ‘operations, a committed cost only relieved by “‘bodies
- out the door.*: "does not apply to direct factory labor, which is productive
-+ and, hence, may temporaril deferred from the inevitable charge against
“  “income by Se_lngin the transi’ tional~stage we call ‘“nventories.”’ , :
.+ It seems strange-that we are accustomed to think of man in such terms rather
‘- thap es ancther form of asset available to- the industrial enterprise. Capital is-
- .. unquestioned in its role .as & necessary and fundamental-resource.an asget..
.. “Equipment likewise, and facilities, are readily accepted as “assets’ for the benefit?
- . “not merely of the present, but for a stream of future years and to be charged
off to nse over such a future period of productive usefulness. . ~ "
: - But what of man2-1s he not also a valuable and necesgary tool of. production,
" as equall lmgortant to the corporation as capital and equipment? v
an

¢ .. Capl equipment, to the industrial enterprise, are ‘passive assets,”

-~ .

requiring man to translate them into effective earning power. Man, therefore, is
.. the dynamic catalyst in the equation, but strangely enough, man in our current .
-+ finpnelal and accounting philos:&l;xies, is considered as an element of cost, either-
*". " direct cost or indirect cost, ignominously assigned the demeaning term of “burden’’
: And:vex?v rarelwroe,ive as an asset to the corporation. - . N .
- Also frequently ignored is the extent of the investment that corporations make-
_in ‘an employee. It costs to attract him, to recruit him, sometimes to relocate
- him, to t::;-a,in him, to maximize his productivity and momentum, and finally to-

4 ~ All too often, these peripheral costs are lost si%ht of and superficial decisions-
‘ éan be made as to the .temporary advantage to the corporation of an employee-
" severance motivated by cost reduction per se. S :

LA

. v

L

et ey T B s el S

the trends of sging, retirement, and emt;)loyment oppgftunities for the .
togethgor!th economic consequences of such trends, ether funded privatelye ’
ar: b yorl L B B N , B . o
"ﬁi&,&_, .complicated subject matter, am surg that you are well®
aware, anda: r ambitious undertakini, bup/one I beliee of overwhelming
socialas well as économio significance, and y congratilate you on recog-

-,

Lo
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"This ‘philosophy of man as a cost rather thaman asset is particularly funda~
mental as it bears on the issue of retirement and éarly retirement. .

With a piece of machinery, the proper and accepted financial strategy Is to
write off the cost over its estimated useful productive life.iﬁhis is certainly

roper in the view of the public accountants and also the IRS, t

ing that they bicker frequently on the definition of acceptable useful life. But-
bow often do you find in industry a piece of machinery that has been fully depre~
<iated but’ stilrin use and still being productive to thé industrial enterprise? Quite
often, I thihk. There is no requirement that a piece of machinéry is disposed of
‘when its depreciation schedule runs out, nq mandate that you vacate a building
when it becomes fully depreciated per the generally accepted financial norms.
Sg, whf’ then push man out the door when he reaches a similar arbitrarily defined
chronolo

only difference -

from _one day to the nexa? Is there nothjng further that he_can-do?;Is there no -

residlial asset power ining, even if of marginal benefit? :

- Logic would compel ug to yealize that this 1 an indefensible reasoning, I feel
sure: And yet, this is perhaps one of the key issues to be considered by this com-
niittec; i.e., the conecpt-of mandatory retirement itself. Mandatory retire t at
-any* arbitrarily defiped age, implies that the investment value pf man is finished
and there i§ no further productive contribution that is worth considering. 1,
personally, reject this concept. |-

2. Man’s indirect costs are rising rapidly.and are often not clearly perceived .
There is no need to comment on the rise of dircct wages and |salaries ofer the
gnst generation or so. This has been widely documented andjis certainly well
nown. Perhaps somewhat less known, however, has been the “sleeper cffect’’
rise of indirect costs, i.c., fringe benefits. As a percent of payroll, the more prom-
inent and identified of such costs (as measured and reported) have risen from

approximately 3 percent of payroll in 1930 to what in undoubtétl]ﬁ over 30 per-_

cent of payroll currently, a tenfold increase in ratio on a payro]l basis that has
itself had a major growth trend over the same period of time, ercating in cffeet a
geometric progression of cost increases and one that I feel is accelerating. Also,
J am sure that the reported fringes fall short of what the real costsiof such indirect
items are, if everything were properly eaptured and identified. pe .

Is this something to be alarmed about? Yes, in my opinion, gurely. Firstly,

because I believe the trend will eontinue. See now the sbeial benefits of some of

our. European neighbors which are even more pronounced than ours here in the
United States. Certainly, the tendency will be to continue in the ‘‘onward and
upward socicty’’ that we scem to be in.

This trend, coupled with a continuation of spiraling salary and wage rates will

keep raising the price tag for man as a resource. Industry, to protcet itself from

the impact of this spiraling cost of inan, ean either go clsewhere, i.c., overseas,
where such costs may not as yet have reached this level (but this is at best only a
temporary solution and it carries with it a great-many other collateral problems
as well that serve to discourage this approach). Another avenue open to industry
in the face of this trend is to scck increased use of automation and, hence, less
dependence upon the quantities of manpower currently in use. This could lead
us towards what I choose to call “the drone socicty,” where produetivity is placed
more and more in the.hands of fewer poeple using highly automated resources
at their disposal and the funetion of the rest of the population, whether aged or
voung, is to be “nonworking,” to ‘‘consume,’’ not to produce. This, 1 suspeet,
be where we’re headed. ) ; -

A second coneern here is the “motivation’’ of why these extra fringes are needed
and demanded. Is it beeause there is a fundamerital need, or beeause in the gnines-
manship of labor. versus management negotiation, ybu have to “‘win something”
in order to maintain status. is to me is an important point. Is there really a

_ fundamental need for the extra holiday, the-third week’s vaeation,’the 32-hour

work week, the dental insurance plan, cte., the provisions for carly retiicment,
and for a higher level of retirement -pay? What is the motivation that drives us in
this direction? Is it same incquity that needs redressing? What is it? To the extent
that these motivations have not been thoroughly studied, I belicve that such a
study is needed. . o

8. The economics of relirement, ds it has been historically defined, are dramalically
escalaling :

Retirement economies are really quite a complicated subjeet and there is much
available literature and cxpertise on the matter. In order to'pose the issue, how-

ever, let me be somewhat simplistic by saying that the logic, generally, is that a _

IS

<O

o,

gical point? Has his usefulness to the corporation suddenly disappeared. I,

K
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ﬁatwﬂhnteﬂhéwoﬂéforog,—let—us»any»atmée»25,—werk—40—yéém»M-retimmentat—

" ing, an annual annultir for life equivalent to perhaps 60 percent of hi

~ “.at'that time is $20,000 per annum

B C100.0

65 and then have, from a combination of public and private seotor ¥ension fund-

g final 5-year

average pay—again, 1 repeat, this is simplistic and there are many variations of

this logic, but it serves the purpose of the discussion to use one particular sct of

‘siroumstances. ‘ '

This implies a defined period of productivity of 40 ycars. If final average salary

it means that an annual annuity of $12,000 é)er

year for life must be provided.. Tfns sum of monoy presumably is to be provided

over the span of 40.years of productivity so the cost Eor yeantranslates down to a

.cextgy{nelnnnual,char%e against corporate-earnings. If t I

- lives'tb 70, § years o nnnultgv must be provided by the pension benefit, i.e., $60,000.

If he lives to 80, then an additional $120,000 for a total of 180,000 must be pro-

- vided, and if he lives beyond this, even more. Thus, it can be seen that a 10-year

increase in longevity can, in effect, triple the-expected cost of retirement, Multiply

this by the aggregate working population, and it can be seen that the longevity of

our working-population can be a_very fundamental and dynamic cost to the
Jndustrial enterprise, directly and, hence, to soclety indirectly.

‘

1f an employee wishes to retire at 60 instead of a 65, without 's‘ncriﬁceJ,o the’
level of retirement pa;(r{ then all of these costs, such as they are, must be proyided

over the shorter period-of productive life. " - . : .

The -economics of this simplistic illustration are, in reality, horrendous and
place what could be an extraordinary burderi upon the, industrial enterprise, and
again, indireotly on the economio society at large, because any and all costs to the

_ individual enterprise get passed on'in time to the society Within which.it operates. -

It is already well established that life expectancy in the United States is increas-
ing, both for males and females, I personally belicve this trend will further con-
tinue, but this I'm sure will be documented from the testjgaony of the biomedical

o employee retires at 65 and -

‘ community to this committee, I believe that it is imgortn for us to forecast what N

furtler longevity is probable over.the next 50 years
upon future costs.

‘A'fyrther major factor affecting future retirement costs is the matter of infiation.

"To %uild protéction from future inflation into the pension benefit even further
enlarges retirement cost by astrodomical proportions and it is hard to doubt that
future inflation will occur and perhaps even ge as significant, or more significant,
than it has been in the past. - : . . - -
- "And lastly, to contemplate a widespread social desire for earlier retirement and
a motivation to enter the ‘‘drone society’’ and be a consumer rather than a pro-

.dueer, leads to further cost aggravation. ) .
Can our economic sqciety stand such costs? As a financial executive, I for one,

" am deeply concerned about this,...
4+ What is a proper retirement benefit? :
The Federal Government has, for some time now, taken upon.itself the role of

deﬁning_“n minimum age,”’ leaving the economic seciety the freedom to enlarge’
i

upon this gt its own discretion, but providing, nevertheless, ‘‘a floor.” °

It is somewh'at disturbing to me t nshthere ean exist such wide discrepancies in
the United States in the “logic” of a defihed pension benefit. 1.am sure that pension
_plan professionals can give you elaborate testimony on this subject, both in the
public and private sector, but I dfbelieve the wide divergence of such plans can-

not be overlookéd. There are elements in the municipal and Federal govern- .

ment sectors that defing such liberal pension bencfits as to make the in ustrial
sector look sick. Dr. Harold.L. Sheppard has touched on this in his book, “The

. Graying of -Working America.”

a0, .
But if:society at brge, ono way or another, really “picks up the tab” for both

*, industria], municipal, and Federal pension costs, then:it does become -pertinent
to examine why such a divergence exists, and is there real justification for it. -

. To do this, there must first be developed a philosophy on man’s role in terms of a
productive contribution to society, and society’s role in turn in providing him
_with'a suitable retirement benefit when he is phased out of the productive mode.
. Imust ‘sn}y as a private citizen and taxpayer, that it is anathema to me to be
“ripped off’ i)y some-elements of our society that one way or another enjoy a
totally unrealistic retirement benefit, totally out of context with .o reasonable
correlation-to their productive contribution. to society: For a government that is

ecause this bears significantly-

- ‘committed to eliminating discrimination among its. citizenry, how can we justify .

" one man working 20 years for his pension benefits and another working 40 yeays?

How can be:justify one man receiving a pension of 60 percent of final pay and

v 3 ; | . '4\7



Q

ERIC

Aruitoxt provided by Eic:

)

n;and anothe: 0 ro

s higher.position and:salary level 30 that his futyre stream of retirement benefit

wlllm»bu‘egon’thortlﬂghnr‘lfﬂl ,‘*J:-&_lev‘al:hau%er really I{umed‘at. all? All o?
this. makosino. senseé:to meat.all..: . .. NS o o :

~Ynyel krﬁ»’.‘i;;[}.thlplg_;thef;?ddeml'(}ovemment and this committee, may well serve
! fg\:%oa in‘attempting to define a *‘logic” for a norm in pension benefits.

‘Again,;’ om to enlarge upon this within reasen can and shouid be left to any -
ven -instittition, to;fit any. given local circumstance, but<the norm should bo -

defined ,qq:"qzqg;genne'at'{em;-. s e . -

&, 'The 'nnpoftltm:oof Gost: control—=fringe benefita derived directly from the Govern-,

Hl-,sbm"et ing-that’s .‘,‘vfglr}vfa;p,e to pluck” and take as much as 1you oan get away
our-social benefits are a parent and I am.sure that the

efits in &

.. Howev assessing the burden of pension‘costs and other social

+ oritical as:burden i8 orne by fewer productive shoulders. o
*.. *The problem with social benefits management is that there must be an incentive

hia v'oprpor_qtionv.-,;Beneﬁt;,cost controls become of vital interest to him in this
9 ; d. rograms- like
_ - ingurance,companies and health agencies, ) _ :

* 4ost-plus” concept and high cost-basis may mean higher administration pools

" "involved in the direct distribution of cost’ benefits to our citizens, I believe the

. seriously reexamined. Federal cash distributions, must be -directed towards
- redressing real nmisfortunes and not perceived as a money tree to be harvested by
SR '6.'Should retirement be mandatory

- . 4hd-d6 all men reach the same point at the same time, an ‘this mean that

point is reached?"

.- +.. productivity. Wilkre ,
- many years ago, it certainl; does not apply in today’s healtli-care-oriented world.

" 'guperior to- what it would have been for a comparable group

o

" whereas tne.man at & given age may be considered physically ready for retire-
. .ment,. another may.-be full of physical and mental capability and ready to go

.of an arbitrary. norm?
.y v/And what about.
' make towards productivity? The answer is most certainly~—"‘of course there.ls,”
. and a great;many retirees, even now, seek and find other productive occupatjons
. .and turn &vng:omtha concept of vegetating in leisure activities. - S
... Allof thesé observations are { '
thi’ AﬁDi&'oﬂﬂﬂnaﬂon in Employment Act Amendments of 1078. -~

Per
urpose of retiremert. .

e
i -

Ca .

|00:percent.. An d ane man: . jihn!i‘mn?‘ p‘ fo%eoﬂox;mhgalm; future
not?Oria zan being promated just prior tirement t06

e

'ment, o similar snatstutions, are perceived to be ‘‘free money ; _
While this. iaa. omewhaf provooative statement; I think, nevertheless, it ha8
some’ pertinenge .and 1. personally belleve it to have some validity. I think therg
i q:’gorqulqrr,,jzh;t the farther removed from the source of money you ar, the
"more you feel that itis 4impersonal money’’~—*‘a free-bee,\ ‘‘up for grabs/” and

" wyith.iAbuses or;;mqnm,

cofrection; of such absues.is administratively. cult and -politionll{’ unpopular

er, 1N, ‘ on: .

. soojet; ;tﬁa_t_,vis-agingsthe,.problem wf abuse, of those benefits becomes even more .
o oontrol ‘costa. In industry, the incehtive falls with the firiancial executive who
is oftentimes, straining to protect or improve earnings per share performance for .
" ~"perspective. I'm afraid that no sucH incentive or motivation exists for government- .
managed programs.and: rhaps even for institutionally managed P C
, where their rates are really genréd ton
. of maney available for them, ete. To the extent that public sector institutions-are

. matter .of how best to. establish incentives for effective cost control should be .

At ‘'whst point does a man become un roductive from él. k:king viewpoint» . .
""" there s no further economic contribution that a person can make after such &
1 would be surprised if your biomedical witnesses did not advise you that it»i}z '

v - .difficult, if.not impossible, to name & chronological date, that would have general )
‘applicability, mall workers could be replistically declared to be at the end of |

bre the age of 65 might have been such & possible date many, . -
The rfeneralf hysical well-being of persons aged 85 as a groupis certainly far
ipe : ( "50 years ago.. No
.dpl:b_t about. it, persons aged 85 are, as‘a class, much younger-than a generation -
”". Moreover, it should be obvious that some persons age faster than others and
.~onfor.Some.time..Should this man (and society) be pggglizqd by the application 3
;ons who do retire; is-there no further contribution they can -

amiliar to you and were alluded to in the text:of :

ps It worild'be useful to extend your dialog into this question t0 reexamine - -
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of mbbgt"?d\ip{lﬂty,; o opportunity to do so, or tp change-his ifelong pursuit -
' livelihood without:income penuityl,’ uonaﬂy,‘ﬂw_or the latter purpose-—and
Yot even \inder this dafinitién, Tétifertient shouldn't be an “all or nothing” cholce—
elther,; 100 pemehwm@ﬁ 0 -'work: ay!All; Thete is no reason why aging persons
who wishito] shouldn't bé allowed to'soale down their participation over a period o
* years, with'direct compernisatitn réduded acoordingly. Perhaps as direct compensa-

tion js'reduced, suchsuppledent ¥, 48 is needed -could withdrawn from a
#semix ent’ fulid,’" short, of - on pay. This.is a possible approach

ot n pay.
ild: bé'discuded unider ‘‘poseible solutions.” = . ST :
i P‘ _ . “m?%’“ﬁy‘ and learn an employee’s motives for

80, why mot"scale down by degroes instead of all or, '

nothing; it is cel}talnly cheaper approach than full-scale retirement. Js he bored?™
Ifflo»?'wh"y-.pqtgp;nﬂwpnl ent after a certain number. of years? Isn't it con-

‘that’ & on ‘dould 'be recycled into another type of activity entirely?
h‘ 5 aba 9! t:thd'peg%ﬁ“ - apply. an'_d-sgm, 4 lye-

{ W ‘ in_draw down a bup
B retirement fund.'” Is he ‘tired of worl entirely and J)oes
o, oft and have a good:time, i.e.s join “the drone soclety”’ and
he establishemnt, ato.? Thl,s;lnjhfs_-prfvilege' surely, but why-should
X Boclety, make it overly easy for him to choose this path and leave us the -
burdes. of picking up;the tab, for its extra costs? There is no c%uestionj but that.a
‘man; who puts; saside extra savings, or’'earns extra compensation, can certainly
choosé this p. _fgeggignd without crititism. He'is in effect 'p’aﬁing out of his ovn
. 81

savings the.extra sssoc{sted with this ourse gftmction. But this extra cost .
hn;dgng.,!éy&uld'-" d.in the. inal analysis cafifitit, be placed upon soclety.

e sociologists’ agsociated with this project is not only to
retirement motivation, but also to study how much :léisure
Ily.enjoy. . For example, in a8 working mode a man works, lét'us
laya per year, which is 80 percent of his time, the remaining’40 percent -
lable; presumably, for leisure activities, if e so chooses, After retire-
‘the 60 .percent. dlsaf ars;and it’s 100 percent™¥eisure activities; And for .
“years-—B,. 10, '15,°20, 25, perhaps even longer' in temorrow’s ‘world?
dn'f:it bé gilly {f we structured our_society that man spends ns.’much
A ent;; living the leisure life as. he does in his working career? Not-
‘strange; but. 1 doubt that our society can afford such a negativé burden— -
this wduld t:g_pl{!._be;the:m‘_eaﬁqn of “the drone society’” and would probably lead -
o0 decadence of our spiritual and moral will. - S
~ 7, And, ¢an s man real dy mentally and emotionsally cope with such b 'large dose
of -leisure? I would tend to doubt.it’'and would be interested in the'responseé of

- 4ps¥¢hi$§ﬂ:s't;f"niid,.sociolog‘lsts on this point. e e
1t would be 'giiinteresting study to see what use, in fact, is made of the. time

of ‘retirees? I Would suspect that in a fair percentage of cases, supplemental

.part-time:or perhaps even full-time employment ma; be happenlllhg.__ he facts

*"of . such .a study ‘should surely be developed and per Ps they could de-
o resi;mcturing'o a squ.n_cf_'.reti;-ement policy in the future for the United States, . .

" 7. What is the tole. of the Fedsral Government in relirement. planning and funding? .

... The’ Federal ‘Government, in iy view, is in a unique position, First to under- -

.. applies broadly to ‘all walks of life, all activities and industries throughout. the
.. ‘United States, both in- the ‘public and "private sector. This places the ‘Federal '
. (Government, {g_;ny.view, in"the strategic planning role of defining the minimum
.(and. perhaps, maximum) &:mmeters of what constitutes a suitable retirement

“benefit-and-how-it-will be.
- .and policing.of implementation. . . D ) s
“.-. <7 One'of the big abuses of private pension plans in the past has been in the matter
% I.of vesting, Even, though gums of money were, in fact, calculated and set aside
. .for a given working man, if he failed to remain to full retirement with the com-
:* " pany,-certain of the-sums, and on occasion perhaps even all of them; world be °
_forefeited and he would not receive thé pension for which he worke%wer. those
‘years. Congress hasrecognized this abuse and the need for Fortability its recent
;ﬂegislaﬁtion.‘ -It.is my personal view that there should be 100 percent portability
‘of pension. benefits,’ either transferred from .exgployer to employer, or from em-.
loyer to centtal pool, managed by a separate ederal agency or private financial -
B:stitution set up to administer suclr az{und. p ‘ S

d-to - allow someone who wishes ‘to step =

de thes ' -
-.,stand the problem:of retirement and the need for planning and protection as it - - o

ded and made available,’as well as-control.of. abuses - ...
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v.of the use o

- drem ;6!-Mur’olﬁdndu_$“ iwinglevels,

“to-fund guch g e “.m.ﬁ?’:‘ogu :0f major ven '8 .
2 Inm; b’oék,ﬁ,,‘ 'ririge Beritfits,’ thnt wi ,pﬂvste_ﬂnnnolpllnsltutl_onsthere is very
* ottes copsifierable differenice in the performance of the managoment of earnlngs of
,'_lnvm,antimrt‘f_quo%mn‘dl,,gtho» 1 dlearnings;bear significantly .on.the net costs
i of s.slven:pe;;slog:qqmmimwﬁtopodp . Therefore, productivity, or performance
9r:fund;mnnagemont,;¢mqqt be: overlooked in this important issue. \
EPEE M‘;f.tormixn;,mbrgnmtfv:
+ " eontrolling, the: pool-of ‘pepsion:f\ . l}ln.

"of -whi -best control costa, 'who has the best:incentive to eliminate abuses,

eve the best productivity of the pool of funds without risk of the
bée‘" la?edthm questions determine where the reservoir of pension
be;placed. ,:* R :

S

rement unded current
usasona be mm{rtma ‘,pzy_as_you‘go" basisf |

, nid then when hé retires he draws from_this fund. In a sense, he, thfough
IS ) Q.%‘&ayroll'de;iuqﬂon‘n,’nnd‘,hlh-opmpan{ (or series of oompanfeez through their
;- matol g: FICA _¥p. 11" deductions and hrough their own addit
" pension plan contributions, are buyin%hia‘-‘speoiﬂo pension benefit. It s either
. ‘properly funded or impro rly funded, but nevertheless, it'is funded and monoys
. . areset aslda for him and for hi future use. If he dies before the norm, his excess
o -used. by tha fund to pay for the man who,lives beyond the norm, ete.

tiehrinin ol year that he works, pit itin aretirement fund, invest it anitn.li:llly
s

" . whigh -was. nQVer.-funde&.from, the beginning and which apparently has never
s.t_tgx‘::ﬁbted‘w’_bb_. Current FICA contributions from one man and his eniployer are
" funnélled:to. the social securltﬁ coffers where they are not set aside for this man
*.“at’all but are syivlgnt onsome ot _
were.put in e fund, or for whom inadequate sums were put in. One might say
. .that.we're. robblnﬁ Peter to pay Paul—In fact, we are, and jt'll all presumably
. D tiitnsout all right If tomorrow we can rob Joe Ziich to pay Peter. By omethin,
.. “plows” in this whole process (likened to a giant kiting operation) Joe Zilch
" 'doesn’t put in or doesn’t put ihh enough, Peter isn't going to get paid and somehow
, I.don’ittfhink. the Peters of this country are really aware of this nicety just now.
..+ Needless.to say, I refer the:former approach. ) . . .
. An’interesting gbservation in one o the studies illustrated in my book is the

-, " that acurrent 25-year-old wer: man has to look forward to from social security.
" +. The amount that‘would be-provi ed in the private sector from the same source of
7" funds would be almost double that indicated as the promised social security

vear-old. worker and was aware of this, I might be tempted to

* . beneflt, R
.. "2 X.were the 2

iR into a private fund and forget about social security?’

‘ - and should it be junked and replaced by an entirely different mechanism?

. 9..How important i3 a significant change in the dependency ratio?

~In my view, the only reason why dependenc _
+ fim the historio method-of funding social.gecurity and other public sector retire-
- mgnt paymernts, 1.e. what I describe as a pigantic “kiting system.” Continuing
down thig same fugcij_ng path will surely mean that the demographics of tomorrow

7 The same would not be true under s fairly conventional private sector pensio
" plan,where, in essence, today’s worker is having his retirement benefit put aside
for him throu%h_t,out his working life. His retirement-payments, therefor, represent
A ] “disbursement- of his retirement fund itself and not ® burden upon the
'then ouwiTent work force that the worker has left. Under such a funding mechanism
the size of the future work force vis-a-vis the size of the ranks of retirees has no
ge;tlnen_ce‘, The only difficulty might be the solvéncy of the retirement fund itself
through im roper managemerit or through inadequacy of planned retirement bene-
fif the face of future infiationary erosion of effective purchasing power. Co

v: ya * ”, - - on.
r.importanoe.: Even ‘as I demonstrated

er man long since retired for whom no such monies

: . amount.of retirement benefit that the combined employers’ and emplo: ees’ FICA
- : /.gontrjbutions would provide u&c;ln retirement compared with the published benefit’

spsingly important to tige

estion of. the role:of the Federal Government in
eation to me revolves around the .

lﬁ or _ahquld' p_ubh’c sector 'rél:iro'rruant

wa:%toprovide'for’a man’s pension is o set aside a sum of money, actuarily
G .

fonal private -

. Md"m\ %0 E \ '
=7 Opposthgithis ‘method, 'is the one ¢ ently used by the social security system .

5-
say *why do I need social security then—I'm better off putting the same moneys .
‘2 This prompts me to raise the question ‘‘Is our sogial security vehicle 9’bsolebe .

ratio is important.at all stems

1§ via an-increasingly burdensome dependency ratio.. . ... ool
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fosches betwaen public sector and private scotor

This ditfsreside T tib
“proviston for:retirement, benefits ‘séems Irrevocably Irreconcilable, but Is it? Is 1u

riout of the. g 40:0pmpute -what a.proper fund should be to adequatel
#it: L PEOVI Ax!umx@:om!ﬁ! te .Tﬁ:ﬁﬁnﬁbﬁo: sector goo al security and reﬂremc&. plnn_g o
i and js it totally,inco that such funds.could actually be set.aside,. either

ump sum; or. progreasively:gver:a period of the next 20 years or fo, to the end
:ecu?t ;ﬂ;g&';at’:p‘ 'qem"lqt\?md of .time all :etlxem{nt funds, both public
.segtor: and ipxiva i’would be.in.fact.on _onc universal ‘funding as you work’”
%A&:&% ?{:poln‘t_ of titne, dependency ratio would be a meaningless and
academio ology.. .y .. o e T o
An‘addltionalpolg m-‘%emd.ls not to overlook the paychological and moral
valiie of the congept.that.each person eards his own retirement pay. Not tagquate
ot_e{qloealﬁpprspnp;wprldng or.Tetirement benefits with the level and vale of
retiremnent- hénefits' themsblves 8 to-me an ervor in strategy. The concept ‘that
society in"generaliand the government: specifically ‘‘owes me a’living” is a very
bjectionable and debilitating concept to, me.. oot ‘
W hat mpact will elimination.of mandotory retiremént have upon the retirement
plans and other fringe benafit plana of the indusirial sector? .~ -
T, certainly. have no credentials to.speak for the industrial sector at large, and as . -
‘Bankers Trust “Study’ of Corporate Pension Plans” shows, there is & fairl
véio_ 14. dlvergenog of pensiofi plan. specifications within the industrial sector itself.

porate. on' plans are certainly not static things; in' my experience it is & -
.year when there is not some change that is made in a corporate pensjon Plnn,'
tirely-apart froth adjusting t0 governmental legislation requirements. Employee
benéfit'p ﬂma'gm’l}ldlnqn snsions, represent a never-ending and almost restless:
g ywith ployee: wrdets and attitudes.and this not change, in my
\ in plania have had & mandatory retirement provision in-the past. In
r personal e rfenoe, such. provisions seemed more tg guidelines thng as ar-
itrary.rules looked. in concrete. It is frequently the practice that employees of
retire d’ppt; ige who wish to continue working and have a hardship case to plead if
!Ae.w. ed, "

.are frequently granted a deviation of retirement policy by action of the
ate boarg‘:)f directors. I don’t know how widespl_'ens this praoctice is, but it
tainly has been quite common in my own exgerience. e o
It.is"not ' the .natural ‘motivation of the industrial corporation in displacing &
person who haa'reched retirement age merely to create a job opening for angther
person, Glirrently unemployed and walting for a job opportunity. o
: Tt may sometimes be the corporate view to replace a more éxpensive employee,
who has hiid a series of wage progressions to the point where he or she is overpai
or & glven job, with a younger, newer recruit who can start the wage progression .
yole.at a lower lpolngand, hence, provide the corporation with a tempotary (and
robably deceptive) cost.advantage. . Lt S
.1t may also-be to'the corporate interest to have some mechanism to gracefully -
ﬂlacef.‘gnj executive-level employee who has reached a gertain chronological
estone.with a younger executive who needs advancemeni¥ind the opportunit
to 'assume “greater, Tesponsibility. Rapidly growing corpordtions create. suc
pportunities in' the normal course of their growth, but corporations that are not
_owlﬁg"so r,tzgdlty‘often do not oreate sufficient advancement- opportunities to
g:lﬂllt e needs of its cadre of up-and-coming young hopefuls. The result can be .
:stagnation at thetop of the corporate ladder and increasing transcience among the-
qung hopefuls who get tired of waiting and flee to another corporate o‘)portunlty
elsewhere; But this problem is an internal corporate one and does not belong to the -
egislative domainto seek a solution, in my opinion. . ' - ‘
.don’t believe that corporations in general feel any ‘‘mission’ per se to creatc
o s L4
“"See why t
should. greatly chnnie the corporate approach to retirement plzgxs and/or other
- fritige benefit plans. I believe that industrial corporations will me elK amend their
‘plans to accommodate the new philosophy and proceed to adjust their own local

R

*’:__xpoti_imtionqlb and from a-cost containment standpoint.

re. jobs, reduce nationgl unemployment, etc. Therefore, I, personally, domot -~~~
e elimination of mandatory retirement at age 65, or even at age 70, " 7Y

‘personnel practices and strategies to best meet their own needs from an employee - ‘
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" BOMET POBSIBLE APPROACHES T0 THE ECONOMIC UBD OF AN AGING

. .our industrial

-, well along on

" gestions for consideration. L 1 _

WORKING-PORULATION

1 have a great ddl of respect’ for the resoureefulness of corporate institutions
when confronted with the need to solve s given problem and 1. have no doubt that
if Congress elected to eliminate the. cloment of diserimination on the basis of age
entirely, withdut reference:to even a 70-yenr-old chronological benehmark, that

titutions would find, in due.time, innovative "and resoureeful

ways of constryictively meeting this new challenge. I fcel certain that many are

t ath even now. I fecl that it is appropriate for the Federal Gov-

ernment to establish the social philosophy and leave tﬁo implecmentation and ex-
perimentation up to the private institutions themselves as how best to comply.

Here are some idcas that might form the basis of some exgerlmente in this arca:

(a) When employcces reach ate)”’ they ‘may have
the following options: N ( .

gg; Eleot early refirement, at actuarially reduced benefits. . - .

ak carly rlg.tqument “_g.riggo'r

Continue working full time in prescnt job, )
3) Go'into a mnnﬁ)ower‘pool of part-time employces nv;}lnblo for short-term
services and, the use

assignments that would replace the use of outside temporar,

" of overtime for present inside employces.

" determined.

(b) Undoubtedly, preretirement counscling will become a much more significant -
activity of the industrial institutions in the future. An'outgrowth of this could
be & growing interest in and a need for ‘‘out-placcment assistance’’ where corporate
industrial relations departments work with aging cmployecs on a planned basis to -
assist in defining lifestyle goals and objcetives for the employce and in designing -
a personalized implementation program to .ngsist the employee in phasing into
his defined post-industrial role. : .
(o) Our corporate experience reminds us that many things have o life %ycle,

L.e., a-demand curve that riscs, peaks, and declines. Certainly industrial products -
have such & life cycle—and why not.an individual worker?” Why does the wage

" have to go constantly onwards and upwards? When a given worker is no longer

worth the wage he is being paid, or is physically incapable of performing this
job efficiently and safely, why must termination be the only answer? When the
above have been assessed to be valid, why not offer the employee another, lesser
job in the corporation, one with a lesser wage as well? If an employee would’uccept
a downgrading assignment graccfully, isn’s it to the corporation’s interest to have
him do so? I believe it is. It is only the matter of ego that is a deterrent to what
could be a pragmatic solution. . . .

It is interesting to note from an article appearing in the economy: and business *
section of Time magazine in the May 15, 1978 issue, that in Denmark certain’
“decruitment” expcriments are being triod out, in the recycling of older, middle,
and top managers to lower level jobs after they reach the age of 60. Thid 'prograx5r16

‘pioneered by Co-op Denmark, reflects a survey of Danish managers over

years of age, where 70 percent of such managers preferred downgrading to re- -
{irement. Some people in this program expect to work past the age of 80. .
Certainly, some experimentation along these lines would be useful and should
be encouraged in our own country. :

(d) Public sector and governmental service types. of assignments could and
should be made increasingly available for aging citizens. The mobility factor.as-
sociated with offering new productive activities to older citizens -js certainly a
problem area, because many older. persons would be reluctant to ugro’ot and
move away from theirggphere of familiarity. But there are many pu lic sector
services now being performed at the local level, and if- the need were there to
capitalize on a mature and capable local resource like our aging retirees from the

rivate sector, I.feel sure there aré even more public sector functions that could
ge decentralized and performed at the local level by his cadre of senior -citizens.

These are only 8 few of the avenues that could be explored to find ways of in-
creasing the productive utilization of our aging 1f)(()lpulaxt.ion. I am sure that future
examination and discussions of this subject will develop many constructive sug-

P4

i



.' j ',PI oonllder thae.
al, roblem in‘the issue before us. That the preaent, ret.jre-
08,00 _,economlo socjety, coupled with increasing iongev-'
} . enormous economic future burden upon our
urdai ;:ellkmd to s considerable extent by eliminating the -
itre- of our:ret! ent philosophy and allowing interested workers -
ﬁ‘ G&v wthe work’foroe on some basis for a longer period of time, .
a boprded '%&'ﬁ'?meﬁﬁemnd:' ge population of k foree e
: rosently. ed retiremen population of our work force re-
u ulerul md valuuble reqou:ba, an :g:ee, },’, an investment {f you will
Opld bq* n:on some. variety of bages, perhaps enelroly dﬂferent.
than! tha,mere conﬁn aelon of their historic activity. L
(4) The dwbmenoe o resont pension benefits, npeolﬂcatlons of retirement -
.and medns of pss g adequaee funding, among the various elements of
ur’soclety, ‘both: publio ‘and ‘private, need ser Gus reexamination and there is a
fundamental n efind the objective of retirement itseif, retirement pay,
&% ogle’’: ‘of the w:Fe oontlnuaelon after .productive employmene ceases ang
¢ role of.thé Federal Government itself in this process. o
v (6) I oongratulaté this: oommleeoo on recognising the importanoe of this sub, eob»-. v
atter and-initiating this dialdg, wnich I am sure will become highly worthw
onstrygtive as 1t develbpl over the future months and even years ahead
) 6) 1 wish to expm my-appr3viation for the privilege of being allowed to present .
qughts, - observations, and ideps on this subject and ho&e that
em- may ooneribute aomewlmt. to the success of your inquiry. .

Senator Gnuncn. Thank you very much, -

We. will lock also to your other final recommendatzons T want to

mmend you for an excellent statement and for & very fine, fluid, and’
ormed presentatxom We appregiate it very much:. :

'Mr ‘BassoN. Thank you.

-Senator GHURCH.. The hearings will be adjourned. = |

v:..ﬁ[WhereupOn, at. 12 106 p.m., the hea.rmg a.djourned ]

N
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~ APPENDIX

” CORRESPONDENCE RELATING TO HEARING

‘IrEM 1. LerToR AND ENCLOSURE From SENATOR FRANK CuURcH, To HON, ALAN

. 'K, CampnsLy, CHAIRMAN, “CIvIL SuRVICE - CoMMISSION, Darep Juny 31, 1978

Drar MR, CEATRMAN: Thank you very much for participating in our rocont

ﬁ".hoarlng. We nppreciated the opportunity to receive your firsthand report on

-procedural and conceptual changes which wil] accompany the ond of mandatory

. .retirement for the most Federal employees. We alao appreciato the invitation to :
clt’. It is clear that Fodoral =

-stay in close touch as you put new procedures into effe
:‘ﬂgenolee' will.be mulred to excrcise groat acnsitivity and ingenuity in meoting
R g challenges ah :

~ I'have compiled 8 list of questions and requoests cithor mado at the hearing or

~ " added sinoe, We would like to have this additional matorial by September 5 for
" 4nolusion ‘in our hearing record. If it is not possible to give a final statement on

" 70 or above. Would g

. any individual matter,"I would be glad to have an interim response indicating
. -when the additional information will become available. :
- With best wishes, . e
. ¢ Sincerely,; \ . .
CL . ,FRANK CuURCH, T .
. o N . . . Chairman.’
' [Enclosure.] .

" QuesTions FRou SENATOR FRANK CHURCH |

Question 1. You point out that only 1,773 persons, or about 2 percent of all
_those retired in 1977 from the Federal service wete mandatorily retired—at age
) ou say that one reason for the small nulaber of those manda-
~ 4orily retiring may be the Fedcral agencies have, from time to time, offered in-
~«ducements for early retirement in order-to comply with a job freeze or other

‘restriction? /

" Question ‘8. We've heard a great deal said in the past 2 days about the heavy

?"cost to the economy of earlier and earlier retirement. Are you concerned about an
-average retirement aie' of 58.3 years for Federal employeea? S
Question 3..A'July 156 “Federal Diary” article in the Washjngton Post said that

" the ‘Federal .Government is developing a middle-age spread of about 230,000

%ersons_who are old .enough and with enough service to retire on a full pension.
o0 you think that they should be retired now or do you think there might be good
reason to try to persuade them to atay? Eligibility age for full retirement in civil .
service now atands at 62 years with at least 5 years' of service, 60 years with 20 .
years of service, and 55 with 30 years, Do you think these are appropriate ages
at whioh to provide full benefits? C . c- ) .
- ‘Question 4, You use the future or conditional tense when you talk about ap-
‘proaches to such performance evaluation possibilit ies as: o :
"~ Positions described by skills and abilities. : .
=~ Fajr and effective performance appraisals. ' S

L Self-analysis and career planning.

How far along are you toward any of these goals? Had you started toward
em before this .year's law banning mandatory Federal retirement went into -
.effeet? How are you working with unions to win their cooperation in arriving at
fair and effective performance appraisals? .

Question 5. What.can be done to make what we now call preretirement training
& more dynamic and acceptable process? : '

S e
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- 208 . h
‘ y m ‘ . : . . . . B
pommittes undornm%thm’phmd-nnd partial retirement
eclePhl’ service.”Does tho problem relato to

tile way in
| sttractive?”

thia option waos' presented? What can be done to make it more

‘ o 7.7« You endorsed flexitime and part-time work arrangomgnts in your
N ent.:In recéfit testimony before the Governméntal Affairs Committec I
" polnted out potential importance of such work srrangements t the older

worker. I suggested eithor atatutory or report lnngugde-to emphasizg that part- -
-time emBloyment,poeluona should not be confinad almgst exclusively to the lower
o &sdua o0 you'agree? In addition, Lsuggested that t Civil 8ervice Commission -
S o;xld be gn(l:ouxiaged to devel(‘:’& gersona&l reguh:‘tlg:s' olgIVe tgn;eeli' Xorkers the
. - option’ of yseleating career part-time 8 us and uiping to fuli-time career
<L) status. dg yde\gtagreé?. v T . W '

it

_ Irox 2, Lutren smom How, AuaN K. CamppiLt,! CHAIRMAN CiviL Smrvice |
o 'Couuquxgg..,j:d' Sm«uom.ﬁanx .Cnurcen,’ QA;&D, ‘SeerEMysr 6, 1

. Diin 8niearor Cuurcn: This isin 1eply to your Jetter requeat

E
g
&
B
B

ugatfons’ which have oscurred eince the heating
- mittee o July*19,id978, ‘goncerning ‘‘Retirement, Employmsght;
_ Learning.” I b_‘?ve pfiswered the questions in order a8, presénted jn your letter.
" [Quegtson 1. od’-pdk:t out that.only 1,773 persons, or abw ercent of all those
-+~ retired in 1977 from’he Federal service were mandatorily retired—at age 70 or
.. ¢ above. Would you say that one reason fot the small number of those mandatorily
©u 7 retiringimay be that eral agencies have, from tiine to time, offered inducements.
‘ for early retirements la order to comply with a job freeze or other restriction?}

. 'Reeponse. In'the
- niecessary ‘to reduce :
*.. employedy 4q be hireg
i-ance or redugtion in ¢
o of;gro ,“or fun
, Federal foles off
Retirement System

e number of employces on-the rolls, or the umber of
There are several reasons for this, suéh-as the discontinu-
ain work. Congress may decide to discontinue'all or garta-
ay-be reduced. For whatever reason there is a-cutback
ducement for early retirement. That Is, the Clvil-Service
dés that an employee under the retirement system who is °
rom the service is entitled to an immediate annuity if:

\ .. (1) He 'ob shewljas Ngen employed under the retirement system for at least-1
‘ yeﬂ,;viﬂlilun’theg;‘ ehr erg,!d immediately preceding the separation on whic¢h the
annyity is bass ; ’ - oL
22 Hadf she meelg ejthef. of the following minimum reﬁuirements: G
+ . (a)y Att@fiment . of a%f 50 and completion of 20 years of creditable_ service,
R .includlﬁg_., years of dvilian service, or . - AT o : )
. (b) Regardiess of a¥e, Hag.completed 25 years of creditable’service, including -
bﬁmo.clviuan, fice, ' . D R o
S gures ghow, hostever, that out of the total number of retirzes (85,568), orly
« 8,636, or little ovér @ pergent, were separated under this provision in ﬁseai year
1977, Therg are no:¥valla 1e. statistics which would show how many. of the em-

to the reducti force situation. But, a reduction in‘force situation probably

'w.ogld hay.e‘l.l’t ect on the ‘number of‘employceg subject ta mandatory retire-
met‘at"?.‘ . y ST

 [Question 2. We'Ye héard a great deal said in'the past days sout the heavy

‘cost 'to the economy ‘gl earlier and earlier retirement. AYe you. concerned about
‘an average retiremepi:age of 58.8 years for Federal emplpyees?] ol
, onse. Natu 4 are concerned when employees retiré at an early age,
» '?u‘rtlc\_uprlyv when ¢ iree receives an annuitg'- hich’ may not meet his needs
thefe dre some anj 00 per month). Aschart showing

plofes, wh NCF unde¥other provisions of the law, may also have been subject - '
g
T’ eff
0.

by
e ret
jtants receiving less than $

.. ...She numiker ¢ y }
- roll ag/of Beptember 0, 1977, by monthly rates of annuity is attached, -

' ;’geelutgm( page 177
. R ‘

V- ' . . - ) ML

llo sector, like In the private sector, it sometimes becormes. |

er of emMpyee annuitants and survivor annuitants on the retirement '
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Wo woult'lke to point out hero, however, in answer to your queation, that.
whilo the average retitement age for a Fedoral employco may bo 68.3, nenrly

‘43 pereont of persona who retired in fiscal year 1U77-were ngoe LU oF OVOT. Thoso-
.who retired at & much earlier age, thus bringing the l\vorug(; z:im down, Included
G, duo

air traffio controllers,/ who are mandatorily retired at age to tho unique-
ness of their profession; firefighters and law enforcement offlcers who'are oligible:
to retiro at age 50 with 20 years of servico (bocauso of hho negd for a’ young and
vigorous work _force in theso occupations), and those omployces mentioned
euriler who were sgparated involuntarily. .
(Question 8. A July 15 “Federal Diary” article In the Wnshln(uton YPost sald
that the Federal Government is developing o middla-nge spread af abdut 230,000
ersons who are old enough and with onoughser¢féq to retire on a full pension.
o‘i'ou think that they should be retired now_or do ‘you think there might be
ood reason to try to persuado them to stay? Eligibility age for full retirement
n civil service now stands at 62 years with at lcast 6 ycars of .setvico, 60 years

. with 20 years of service, and 55 with 30 years. Do you think these are approprinte:
. ages at which to proka

e fuil benoefits?)
- Response. The fact that an individual has reached a cortaln ago or has served
n certain number of years is not suffieiont rcason to persuade or oneourage him
or her, to retire, or not to retire. The Fedcral Government oftan loscs a skilled
employee ‘at the peak of his earcer through retirctnont. This has always been,
and will continue to be a problem, cspecially when retiremcent benefits make it
oconomically fedsible for tgo employce to retirc at an carller age. It must be-
kept in mind, however, that the libcralized bencfits are necessary In order ‘for
the Federal Goverpment to attract and retain competept employces in competi-
tion with private Industry. : . ~
(Question 4. You use the future or conditional tense when you talk about ap-
proaches to such performance evaliution possibilitics as:
Positions described by skills and abiltics.
" Fainy and offcotive performance appraisals.
- Seclféanalysis and career planning. ) . .
How far along ate you toward any of these ggals? Had you started toward'
them before this year’s law banning mandatory” Federal retiroment went ivdo
effect? How: are you working with unions to win their cooperation in arriving at

fair and effective ?erformunco appraisals?] .

Res[)onso. The future and conditional tcnses were uscd in referring to the three-
posaibllities listed in the question to indicate that they are not existing accomnplish--

‘ments but are among soVeral proposals becing .considered as ways to lm)lzl")ovm
ese

ersonncl management in 5encrnl and performance appraisal in particular.
mprovements are intcnded to apply to Federal cmployces regardloss of age. I
the areas of performance requirements and performance appraisal, developnicntal

work was underw&y well before cnactment of ‘Public Law 95-256 banning age 70°
r

mandatory Federal retirement. Such basic improvements, however, are especially

* applicable to the necds of older workers. There has not yct been gny substantive

worl{ on the self-analysis and carecr planning techniques as applied to the older
employee. '
aterial on performance appraisal published last ycar was submitted to unions
as well a8 other interested organizations and agencies for comincnts and sugges-
tions which were carefully considered before J)ubllcntion. The same practice wilk
be followed wherever feasible. We rccommend to agencics which are undertaking
changes in their performance appraisal systems to involve unions in early stages
of planning and-all along the process through the implementation of the new sys-
tems. . . : «
(Question 5. What can be done to mgke what we now call preretirement training

_ a more dynamic. and acceptable process?) :

Response.. There is nothing to add at this time to our prcvious comments
concerning preretircment training or.counseling, ,. .
(Question 6. The committee understands that phased and partial retirement

" ‘have had limited acceptance in_the Federal service. Does thc problem relate to

the way in which this option was presentcd? What can be done te make it more
attractive?] . ) .

Response. Phased and partial retircment has never been formally presented.
Information has only been presented to agencies through a Civil Service Commis<
sion buMesin. As stated in our letter of Juné 27, 1977 to the committee, participa-
tion in agency gradual retirement programs was slight in the most recent survey
conducted by the Commission. This may, in part, be attributable to the civi}
service retirement law’s liberal age and employment rcquirements for retirement.

/
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g 4 ab il 55 (aftor 30 yers
by bontethp "t private Industry or for
4 F814e0, Another obetecidhia fhdual retirembnt
T 'k"’ - 'wut to rmmpu’-, flo future-date,
R T Sk BT ML, g ot
oty @ ’ .
;g'f} vetq be q‘r&d to ual retiremont. Socond,
dvanthgen that: would acorye to them through gradual retires
d'havl to,be given to agencies and employeos

P We oconalder it highly un) clt‘:" .
major obatacle to increased uso of phased or
in: tha“Federal service is an cconomic one, Under our curront
's annulty in computed on the basis of length of Government
he.  Average recelVed diitlng 3 consecutive dreun of employ-
use ol career pro 9 nd the effects of annunl Government pay
mployee’s highegt salliry' gexierally occurs at.tho end of his or her career,
s who op; m phaseg retirement by working part time, cut thomselves

affect of Y B ¥l Incronse in thoir annpity, since their *high 3"
0 whapsiooourred before they bogan working part time.
part time before.fin ‘r,em,e%’n the more he or

gerviée |

! w, dmt ofstheir.creditable
; the-Joss . of ann
uotant to *'p .out.” ..

tement. -In recent testimony before the Governmental Affairs Committee I
- polnted .out the .potentisl-importance of such work arrangements to the older
warker.. I har-statutory or report language to emphasizc that pars-
Aime employment positions.should not be confined almost cxciusively to the lower
g ’.f.Bo ydu;szroo?“lg dition, I suggested that the Civil Scrvice Commission

b e

t&ldn’ ‘?‘ selecting career part-time status and-returning to full-time carcer status.
- Doyouugree?); ..o e o
~iResponse; As I indicated in:my testimony, this administration is taking a
~.number of steps to dncrease the availabiiity of part-time employment in. the
1 Federal ‘service,i0ne of our actions has been to cmphasize increased part-time
; employment in ptofessional positions at GS~7 and above. While we do not yet
 have complets n@ rts.of agenoy pro in this area yet, our belicf is that sub-
' stantial gains have made over the last year. I should add, however, that we
do not favor the ‘‘earmarking”’ of a specific percentage of jobs at each Frnde level
" ] time along the lines pro in various legisiation. This would severely
. :Jimit. the staffing flexibility of Federal employees and could restrict promotion
Y- tiea for ourrent full-time employees. s .
e t olvil servioe regulations give cles the authority and responsibility

s3arly )

- Although we. encourage agencies t0-accommodate empioyee: needs.in setting work
sched I'sltho, requirements of ’3:0 organisation take precedence and not all
-nmfloyoo;d_edres can be realized:

. ¥or

- growing number of women in the work force and t esire for more employee

..oontrol over'the quality of work life are certain to increase the need and demand

. orx-pan-t!mettem‘rloyment.‘-&me' European ocountries have already recgnized
given eK_ubliu employees the right to switch from full time to

B .time-under certain circumstances, e.g., if they have child caring responsibil-

etait mWs.aﬂﬂbnloold%p;t,thmzmmenu in developing eur recommendations

. ' for-the President on Federal part-time employmont next year. .

.. - 2] hope the foregoing will be helpful for inclusion in your hearing record.

.. Bingerely yours, ~. - - ) : .

LAY e G R ’ - Arax K. CamPBELL, -

B - R Chairman.

‘the future, we.may need to make some ohanges Jn this arrangement. The
(]

:vhe ey mare agondies are conaidering the imple- |

ases, It is not -
ual pay. raises. Employcea realize this and are .

7-You endaorsed flexitime and part-timework. d‘rm:fement.a in yc;ur .

peraonnel regulations to give carcer workors the -

- for utgl"!'xg» work schedules. Agenoy officials can then permit empioyees to voiun- -
ritch fromfull time to part time and vice versa as the situation demands.
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o Duan' Mu, Bmﬁﬁrw- excellent statoment at last regk's. hearing provided
R X\ WW yound of testimony, Your ‘fyom the private
SUw eectar supplen  the m&pﬁ:d oarlier In oonstructive and chllonging
oo i bave oom#hd _,a‘ih.t“of t‘:uuonl and requests either made at the hearing or
v added" ~Wewould lke ' ve this additional material by September 5 for
A ‘::} al our ‘ r:‘osad&!! it ‘:o nbo: pood‘bl:‘ ‘t_,lo give a ‘ Jlu_t,&menthon .
‘ w glad Vo an m response indioating when
the additional m;upq will become avallable, | P g
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“
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o ¢ 'Quesriows Frou Szxaron Frawx Cnonon -

_ Quostion 1.’ You heard the previous witness discuss Civil 8orvice Commission

‘plans for ‘with the end-of mandatory retirement at age 70 in the Federal

. ~ servics. How adequate, in your o inlon, will that program be? ‘

?_’ L .Question: 8. You have'suggestsd that the Foderal Gpvernment has a strategio

AR role {n defining the minimum and perhaps maximum standards of ‘what cone

U0 stitutes & m«fﬂe retirement income. What do you think the minimugy monthly

o+, eodennusl ; should be today? : m -

" ¥2 u
o and:

o

A . - .
B w of ths major issues for our hearings is the approp ‘role for
e public seotors in responding to re rement income adoquacy. ‘I
LT that it may not be possible now for you to tell us quantitatively what the
", _.apiidpriate mix should be. But could you outline in broax principles what would
be, the: sole of each and what emphasis should be placed upon public-and .
’)pﬂvato efforts to respond to the retirement inoome necds of older oricans?
- . Question 4. You also talk of short-range and suporficial advantages to a company *
- . from an em oyee's severance motivated nolely Egr oost reduction, Does the same.
| ! m&w ment? The notion of “‘making way for younf:r workers’”’ often
o 'untl im

‘the firm may be losing when enforoed retirement posed. Do you

Quastion 5. You have been associated with large corgt;ratlonn and with amalle:
firms. Have you seen, in:any of the orTmlsatlons you have been associated with,
‘recognition of your conoept of the employee &8 an asset Instead of .a cost? -

8. ¥ou talk about a ‘‘semiretirement fund” for empl ﬁoea who do not - .
: “to -works full time after some years with the company. How would this
e "~ work? How would yoqurevent it becoming & prop for emr oyees who want to
LR coast restfully.on the job, and who think that they will be able to do so on reduced
: pay for reduced hours? - ‘ .

M 7. You mention in your testimony & stugf cited in your book, which
asserts that a.current 25-year-old working man wo d gain more from a private
investment fund than from social security. 1 am sure you know that social ggourity, '
in addition- to providing retirement income with cost-of-living adjustments, also
offers survivors and disability benefits, as well as hospital insuranes protection,
Do your calculations take these factoss jngo account? :

Question 8. The 1978 Social Seoudtg‘Advisory' Coungil recommended that
serious consideration be Flvep to extending.gradually the eligible age for unre-
duced benefits for re workers from 65 to 68, starting in the year 2005 and
ending in the year 2023, Do you believe that thi

for tuture sovial security beneficiaries? L I, -

: ion 9. You seem to suggest (hottom of page 34 and top of page '35) &

L of_funds by :social security and retirement-funds progressively over the
. next 20 years or.so that “at a cortain future period all retirement funds, both.

2 public sector and private, would in fact be one universal lund:x;f-u- ou-work -

. tem.” I would like more details. For example, how do you deal wit! ourrent
needs while building the universal funding system?

Béten o s L

. .
v

s would be a socially desirable ' .



Basaox, In! AMAAN, CoNN., Man-
OAMAR  PRasinant o FinancmsTecunicon
; d latter of July 81, 1 am glad ‘

wad constructive and useful

pa lo v'ﬂ-x.'oxcollont and important

n&dﬁlond questions which have arisen out
shall sndeavor to angwer them horewith to the

and I

1 Beard - yraviots witniess disouss: Olvil Sorvice Commission

‘the ds‘t'omy retiremenit at age 70 in the Federal

iuate, in mion, ﬂ&itpro be

s e b KL s commimen

b ' 0 to ¢ on oular question,

ou. Hiave sugge '?{hn the &dvrﬂl vernn?ont has ugtrmmo .

the’ um-and perhaps maximum standards of what constl-

. yetin d‘lg.qomo.,\;lhnt,ﬂo you think the minimum monthly

T indioatad in ony, [ 7vel that & “norm" in the private

) 6 yoars average compensation, times
of serVice would provide a retire-

of servico, 78 percent of pay.

‘service in the productive main-.

“involved. I-have recommended

e ns, with no forfeitures at all,

R of ‘superim thrift plans on top

. ¢ um” ‘eon ﬂouod

mw ﬁlﬂ'{ or it preclude aven a more liberal yetirement income
- fepture,. I sucl ﬂuﬁmu of thopproduouve career of an employvee. .

oo Ede X ' favor putting some form of ceiling on the retirement feature
Y .88 & pontrol: i tion. I would not approve any accumulatin ot
on benefits Aliat ylelded over 100 percent of final B years compensation after

00, . . .
- [Qu f’, . 'One of the major lssues for our hoarln&u is the appropriate role for .
8- private and public sectors in.responding to.retirement income ndeqlt::oy. ) G
galind that it m:zonolbo possible now for you to tell us quantitatively what the
priate mix should-be. But-could you outline in broad ﬂﬂ;clplu what should
roper rols of esth and what emphasis should be placed upon publi¢ and.
respond to the retirement income noeds of older Americns? ,
jo; As Indicated in my text, I believe that the Government's role should
pimum- retirement benefit that is socially acceptable in our
~the- t era; to police this policy, sec that such benefits are ade-
B lly dunded and that abuses and discrimination are controlled, .-
I foallis ;‘Gtgﬁrmwt’l role in the public sector amounts to, or should amount
.to, the ské thing as in the private sector and that the present “giant kl'.lng;zlt-
... tem’! spproach to publio sector financing of retirement disbursements be totally
g ovér to -z)lum pn,ﬂlleumi the common practice in the private sector.
* Fballeve that the individual f and his accumulated roster of employers
= -nhotild hw)e the burden of providing for his retirement needs on a “pay-as-you-go’’
2 7 -Boljeve the Goveinment’s only role in this, except insofar as it is the “‘em-
?’( public aio;o;l omplohy:u is to define the social policy and see that it is
,A emented. S
i loubt, ‘there-will be a large body of present retirees to whom this logic
sply because no such funding was set aside for them historically. These
- resent a financial obligation that must be faced and liquidated
posal. What T 'am proposing is to cover new employess entering’

-

v
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© - - from an employed’s severance motivated solely by cost reduction. Does t? same

" . “roster.- Marginal employees are weede

TP

B the’ SYOduotlveminstreamandasmany of existing workers as practical.- It will .

ttedly take.a generation or so to resolve the burden of transition from our

o ‘._ . ggst ‘method” of funding :retirement benefits and whst 1 ‘am’ proposing for the

uture;‘,".“: ) S R 2 PP PPE R .
' [Quastion 4. You algo talk of short-range and superficial advantages to a company

Y }gﬁgl(fstojretirement?' The notion of “making way for younger workers’/often

assets the firm may be losing When enforced retirement is imposed.

0 you
9!

 esponise. Wﬁén""éoﬁlpiiﬁiés*h;e'seeking ways to prune costs, Yor whatever
ason, they. almost:invariably look at J)ayrolls to see what can be reduced from
d out in this process, where possible, and

"+ “}lso it Is not uncommon 1o try to persuade employees who are nearing retirement

. corporation,

“to step -aside.and retire. earlier, Some companies even offer pay ‘incentives to
-encourage these employées.to elect earlier retirement. The logic here is that such
‘an jncentive bonus is & “one-shot’”’ payment that hurts earnings per share initiallr,

. but is d‘e_éiﬁt;_:i, after the initial impact, to shift the payroll, which is an ann

' Tecurrin, i_c ge for this employeg away from current proﬁt and loss impact anﬁ

. ‘instead into tg:di‘sbt’n-sement frim retirement fund category, which does not

affect.current year tgroﬁt and loss. ‘This strategy does reduce 'annual costs.to the.
ter

©*". ; workers to remain with the company and not face the cost reduction “axe.”
I ?:’.

) " reduced hours?] -

The fdct that s, valuable asset to the.company and to society, in the form of the
mature and experienced worker. who is placed on_retirement, _is lost for what .

" -sippears.to be a short-term economic gain, i§, in my view, somewhat deceptive-and.

illusory, particularly when viewed in the context of society at large., - }
' [Queation 5. You have been .associated with large corporations and with smaller

. firms. Have you seen, in any of the organizations you have been associated with,

\ fully on the Job, snd who think 2hat they will be al

. yeécognition of your concept of .the employee as an asset instead of a cost?] Ja
* ... Response. I think I svould have to answer this question in the negative. While
.~ obviously, -in individ cases, the asset value of a particular person is widely

- - recognized, the application of this concept to employees generally is not. -

" "[Question 6. You talk about a “semiretirement fynd”’ for employees who do not'
wish to' worlgfull timhe after some years with the company. How would this woek?
How woul prevent it becomigg a prop for emgloyees who want to coast rest-

le to do so on reduced pay for

- \.: ‘Response, A good" quesiion and possibly a thorn one. The “semiretirement’

e

", only calls for 2

. the year, there would still have to be performance c racteristics .for the jab

. which must be met, or the person would be asked to resijn from the position.
on

~ fund’ could not become operative before a certain ¢ onological date, let us say

age. 60, for example. Not all jobs within a given-compa.nK-l must necessarily be

gligible for such a program, so'an employee movinﬁ to this program from full -

“assignment mlsht have to accept a different duty. Even if the new assignment -
hours per week, or. perhaps, if scasonally set up, only 30 weeks in

This would be the same as any full-time job now. If you 't perform the job -

. . adequately,. you are-dismissed. Also, the economics of the semiretirement fund

"should be established as an incentive to work, not as an incentive for nonwork.--
The mechanisny is really designed to accommodate those employees whio. are
tired and wish shore time off to F’ursue other interests:its mcrit lies in the deferrral
of the horrendous economics of full early retirement for too protracted a perfod

- of remaining life for an employee who wants some form of reprieve from full work.

.- [Question 7. You mention in your testimony a studﬁI cited in your book, which

. asserts that' a -current.25-year-old .wvorkinﬁ man wou| iz;m more from a private
_investment fund than fromsocial sccurity. I amsure'you know that social security,
in addition to providing retirerjent income with cost-of-living adjustments, also
offers survivors and disability benefits, as well as hospital insurance protection. .
_Do your calculations take these factors into nccount?] o S ‘

Responseé. I am aware of the fact that social security offers protective payments
for more than just retirement alone, but it is difficult to separate out the costs of

.. these other features and isolate a, true ‘‘applies to apples’ comparison, Therefore,

--#'my oalculations aré admittedly somewhat simplistic. I feel quite sure, howm,'ex(':i

. that whatever refinement in cost comparisons are made, the basic'premise woul
remain trde, i.e., that 8 worker would get significantly more for his dollar under a-

" -trusteed private fund than he would get from the social security system. Bear in

mind, your social security s m “giant kiting scheme” and you are still
e

" trying to take money from. to Ray your past deficiency as.regards Paul—

T y \

e.initial incentive bonus is paid. It also does allow younger. .



o;t-'cuifﬁng:?etext.ﬁp'a'vhbbifx;"g'?ﬁdbe able . .
tBlgto:be an‘untenable strategy. -

urit visory . Counoil recommended that. .
g / ending gradually the eligible age for.unreduced
orkers from:65.to.68; starting In the year 2005 and ending in
D4’ you belleve. that. this, would be a socially desirable palicy. for '
al ‘security beneficiaries?) oo ot T T
:Reaponse: Yes;.1 believe this would help the eeﬁno,hxics of supporting the future -
‘retiremeént burden. It-is only.one recourse, however, and I would advise that you.
‘dofthis of r,-0r, simultaneously with, the correction of a number of ‘abuses
inatory:elements-already ide ,tiﬁed.‘:ih'.the retirement cost area. To .
; : [ ﬁgul_lgs_qbiz_ﬂl'_s_écuﬂty benefits for one employee while still ..
lows ublic gector'employee to enjoy a highly liberal retirement
rmula:would be;intolerable; “You can’t continlie to have armed: services non- - -
combatant personnel earn full retirement benefits after 20 years, or the 2}_4"{:9:--_
cent:per annum formula:for, certain ¢ongressional members’and pay for theselush ~ . -
henefits“with thestretched” timing of full-social security cPay eligibility for the .~ -
ank “and " file’em §iin. the United: States.;This would be unthinkable. T'd: "7 - =
& the abuses and reducing the discrimination first; plus, encourage o
roductive-employment by eliminating the mandatory retirement - ~
ate feat 86:by :allowing the flexibility of working part time and starting to
draw down'.some: partial retirement supplémental pay. Then, when all' these .~ "
thi!lgg]’a:e’ orie, i_‘?;mi:{be;,appropriate'to. make the move to. deferring the date for ' .
igibility, of full social security benefits. . .. - .. [ ¢ o L
{Question ol séem’ to suggest (bottom of page 34 ard top.of page.35) a' ..
pooling, of funds by.-spcial security and:retirement funds progressively ‘over the’, -
ext' 20 years or'so that ‘/at a certain future period-all retirement funds, both public -
sector;and private; would:in fact be oneuniversal funding-b.s'fygupworf: system.” I ...
would’like more details: Fox example, how do.you deal witli‘currént needs while'
building. the universal funding system?] = . L % v L
.-Response. There are.twd.points that lie:behind this questioni’The first relates ..
-t0'the private sector plans. Back in the distant past when the Federal Government -
had, little: control over, or visibility of, private pension plans, and even when there .
‘weéte few such plans.in existence, there was a need for public sector funding, i.e,,. -~
he'social security system. The same conditions as existe en are far from today’s -
Ppresent private pension scene, and.while even the most recent legislation as re--
.gards private plans needs further “sharpening,’”’ nevertheless, the private plans are
_certainly now under good Federal vigilance and meeting guch prescribed minimum
:specifications as have been to date promulgated. This being so, there is:a redun-
-dancy in private sector pension plans and the social security system as it relates tg. -
:-employees; covered by private plans. If you accept my recommendations for cox- .
-plete’ ‘portability of private scctor pension. benefits for a given employee, then his' .- P
: ;pengion funding (derived from his personal payroll contributions to social security, .~
iis el:]p'loyér-’s,,pa oll-contributions to social security, plus-his cmployer’s supple-.
mental ‘contributions: into -the .defined private pension fund) are unnecessarily
‘gmbersome .and. no loriger serve the useful purpose planned in the Fast‘ oy .the -
-establislifment of the social security system itself, I envisage that employe¢ A will "+
:start' work for company. X and he will contribute a defined contribution’ toward~’ .
his' own’ ultimate pension benefit out of ‘his- weekly payroll. This contribution is. .
‘presently 'going 'into.a social security- fund where matching contributions by his. . -
-,em‘gl%er_are' o directed and credited to his account. 7 S
1:With the present:status.of Government regulation of private pension plans, in
:my. opinion,-such funds are more a%propriately contributed directly/into the em-
loyer"s'?duiy.qua_liﬁq'd,,pension fund together with the additiopél/€ontzibutions..
Tequired-of .the employer to _%roperly fund thig qualified plan od an annual basis..
To split these -various contributions between a Government'socidl security fund
‘and a private pension plan no'longer serves a useful purpose ir my view. I am suré
hat- Government economists wauld agree and opt- that all such/ funds go entirely
ito. a social security pooL:In this I disagree. The Government's direct access to,
d ‘control of,-such funds‘does not serve the best interest of the employee himself
ir’‘4hie employer, inasmuch as. there is no jpreservation of the integrity of funds. ~ = .
ked: for.-a specific employee.- Nor-is there adequate incentive Federal - A
nistrators; to optimize the productivity of the funded investments, maximize
ir'yield; contrgl costs and eliminate sbuses. These highly important economic
ities“are more.likely. to be found in-the private sector than in the public .

!
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-t ismy recommendption that for such: privafe sector emf)ioie,és and
iall pension’contributions: be. funded privately by, the emp: y

. --gmployers;.
- gdequate cash funding be required by law annually of all ‘@mployers, assuring that

.control of funds’has been placed beyond thie corporate reach (except for the efficient -
- management of fund resources); As employee t1ansfers, for whatever reason, from" -

: X any Y, his total accumulated pension contributions in ension
“plan of company

" jts ecuivalent; would be transferred without forfeiture of any kind to the pension

mnd..bt,‘golr.‘ip“ Y, where it would be tfolded in” for the benefit: of emp

into-compapy Y’s own gens‘ion't_rust -vehicle, ete. - - L .

... In.the public séctor,  funding erisis is renlly approaching critical proportions.

-In spiteof:this, 1-believe the same ‘rules; the samé definitions, the same techniques- -
s_hould_;_be,set,gg;in; parallel fashion to_those of the private sector. Whether you

.. - call;the public'at ctor pension fund “social security” or some other name, or define -
.-some ‘othervehicle, is immaterial, but the concept _shoulg garallel that of the con-

ar :

: ve_pﬁ_b’iia,lf‘ private sector pension plan on & oing forw asis. .

Nt

" funded status to th
 treat this as. you. would any new, pension plan. establis!
- ‘provide:gugh funds ‘over ‘& certain extend

* -even’4( year ; The important: thing is (a) to go forward on & proper asis and put

timespan, one that is reasonably realistic.

_questions. Some’ of these require much more dialog and examination than I can "

'4':  plete’100 percent C-R:xt&bi_l'ity_,be required for all- contributions.” Cert fcation of

oyee A. - -

statug to this new concept for public sector emglo ees? In my view, you - :
© o tread 888 YC ed by & company in the . . -
~..private sec! 7. You calculate an unfunded, gast service liability and you agree to -
| period of time, i.e., 20{, 30, perhaps . .

,.with accumulated earnings p. us apgl'eciation' of portfolio, or:. "

‘And -how, 'you-ask;. do. you take careof the transition from the present un-

a curfew on”continuation of ‘the past historic inadequate plan, and (b) to have.a i
- plan for reducing the unfunded past service liability over an acceptable economic -

T

o
oy

oyer. Com= .-/

'

Lo

R
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“to convey:in-any letter such as this. The only objective I can- .+ .

. possibly. bope- ve : . . J
-+ accomplish’ here -is to respond initially to your query and stimulate a direction,”” -
-~ --and perhgfs interest, in your future investigation slong theselines. ~~ * .. - e
" . "Again, 1 thank you for the interest you have shown in these ideas and I ' hope - ° ~
2. they may. be.somewhat useful in your project. < .- : , L
rR " Very:sincerely, . . . i v . N
Vo ‘ ‘StaNLEY M. BaBSON, JR.

TreM 5. LETTER FROM SENATOR FRANK CuurcH, To ALFRED B. KIRgHNER,

. DIRECTOR, NEW York TeacHERs PENsION ASSOCIATION, INC., NEW YORK;
. NUY.,’DaTED Augusr 4, 1978 - Lo . R
" Dear 'MR. Kirsaner: Thank you for your recent letter concerning possible’

- tegtimony before this committee re arding the public employee pension system. . ~.

‘I appreciate your concern regar ing this matter, and would like to invite you -

to submit written testimony for inclusion in the hearing record for the July 17,

., -18, and 19 hearin on “Retirement, Employment, and Lifelong Learning.” The
< record will be held open until August 25 for your testimony. = ° L :

‘Enclosed -please’ find copies of written testimony submitted by witnesses.for, - -

our hearings held jn ‘mid-July.” o o T . i
If this commi e shotild have any future hearings on retirement policy directly: .

"

‘ "related to pensfon issues, you may wish to submit additional téstimony at that . -

time.- . . ‘ .
I look forward to receiving your written yestimony.
With best wishes, = s T . )
-, .Sincerely,’ . ’
. ; : :  Frank CHURCH,
. ° . Chairman..

Trem 6. LETTER AND STATEMENT From WiLLiAiM WriTHERS, Pu. D., PRESIDENT,

New . York TEACHERs PENSION ASSOCIATION, Inc.,, New Yorx, N.Y. Ta
. SENATOR FRANK CrurcH, DaTtep Aveust 18, 1978 R

‘DBAR SENATOR Crurca: Mr. Alfred Kirshrier, one of our directors, has informed
- mae that you are willing to accept 2 statement from our organization to be included

. ;- in the record of the recent hearings of the-Special Committee on Aging. We greatly -

" apprecidte this privilege and the, statement is enclosed.

t

o

¢ “Tn. gonclusion, 1 ‘apologize -for-the, 'brevii'.y in treating tﬁese Qigiiy conipiéx:j'L- wy



© " 1f'we can beof any hirther servic; or 'i)rbvide testimony at any future hearings, ’
.. please let us know. Wée are anxious to cooperate with you in every possible way. -

+ - -Sincerely yours, ‘.

Ca WiLLiam . Witaess, Pr.D,, .
. . A " Président.
o ’ } [Enclosure.] :
S oo STATEMENT oF DR. WILLIAM WITHERS :

.- There are thousands of public pension systems in the United States with funds
amounting to $115 billion. Between 75 percent and 80 percent of these systems .
" are contributory. This means that the life savings of millions of retired public
. -employees are involved. In some plans, as. much as 50 percent of the assets have
‘been saved by employees from salary deductions during their years of employ-
ment. Thie assets of the New York Teachers Retirement System, despite large
:contributions from. New ‘York. City prior to New York’s present financial -diffi-
‘culties, are to a very considerable extent the actual savings of the teachers.
" But -publi¢ pensioners in the United States, unlike private pensioners, have
1liftle or no protection. During the hearin%s on BRISA (the Employee Retirement,
Income Security Act), Prof. Dan MoGill, one of the leading authorities on pen--
_sions’in the United States, pointed out that public pensioners are in as-much need-
~ “of protection as these in private pension systems, and for this reason.a task force
*  of the Houseé Committee on Education and Labor was. established- to- study the
-.matter. Its report has been published recently. ’ . -
The ;?i)ort reveals that most public pension funds are controlled by elected
ublic -officials and to ‘a lesser degree by trustees:elected 'by active employees. -
¢ find nothing in the report to refute the conclusions of an earlier study made
biothe’Twentieth Century Fund that there exists a great.conflict of interest.
(Louis Kohlmeier; “Conflict of Interest: State ahd Local Pension Fund -Asset S
Management,” Pwentieth Century Fund, New York, 1976.) Based on the decision
of Judge Cardoza in Meinhard v. Salmon (1928), and other cases, the sole re-
sponsibility of a trustee is to protect the assets of a trust in the interest of the
- beneficiaries. But public pension trustees have frequently and flagrantly violated
this responsibility by using trust funds for purposes unrelated to the welfare
of the beneficiaries, In so doing, they have jeopardized the sqlvency of the funds
they were supposed to protect. The pensioner has been helpless to prevent this.
" - He has no representative on his board of trustees. ¥f he goes to court, he is faced
with huge legal expenses and.is very likely to lose his case.unless he appeals, since N
the lower courts are .hesitant about .charging public tristees with fiduciary: :
irresponsibility. - L o .
The sad history of what has Occur:})d(in New York City since 1975 strongly -

supports this, need for protection. Undef pressure-from the, Governor, the mayor
_.and_the controller, and with the support of leaders of the municipal employee
unions, the: pension funds have been forced to buy:millions of city-and MAC
bonds, most of -which are unmarketable and have Caa ratings. To buy these
bonds, millions of dollars worth of gdod pension assets had to be sold by the
_funds at huge.losses. In 1977, the unamortized loss to the teachers pension fund -
‘alone amounted to $180 million.. Why -was this done? s )
"New York City was on the verge of bankruptey. The banks refused to buy
any more city bonds. They were unloading them on customers who have since

: filed 'suits. City expenses or saldiries were not cut sufficiently to balance the
budget. The unions opposed such méasures, They demanded salary and cost-of- -
_ living increases. Money was available in thé pension funds and because 'the
N Eensiohers were- unrepresénted and had no-political influence, fiduciary responsi-
_bility was totally disregarded. .- I - - S
AS a result, the five city pension funds are now threatened .with bankruptey-as * v
well_ps:the city. No permanent or long-run solution’ to the city’s fiscal dilemma
- has ‘beep provided: by literally Tobbing the pension funds of miilions of dollars to, «
provide salary and cost of living increases for union menibers and assist the banks
_ to avoid any sizeable risk taking to finnnce New York City. Less than 1 percent"
of the total assets of the large city banks are invested in city securities. . - ,
The city. controllers’ office reported to Congress that 35 percent of the total -
ension fund assets’are alrcady in these securities. This was a gross underestimate .
intended to make Congress believe that the ’Bension funds could legitimately be * * °
‘expected to buy even more of these bonds. The actual figure is at least 48 per-
cent. The controllers’ office included the: variable assets in the total assets. The
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‘the common law conceriiing the obligations of trustees. = .
hap?:_‘nod in. New. York:City amounts to political expediency. But it
It is digerimination’against a minority, old retired people, thousands:
New. York City:are receiving pensionsof, $4,000-a year or léss.. Many:
|- pensions: were 50 percent:paid for out of employee ‘savings, - . ..
“of old:age discrimination is evil? Is it worse to deny. s competent;
3 ige .of ;age than.it isito rob him of his pension when he.
éen: prohibited by Federal law, but not the second.-
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‘ould jbe-illegal under ERISA, and it is certainly a -

[N

¢d assets-which can be used. If one excludes -

us not: mineo. words. What has happened in New York City is = -
houglit’by. these funds are ever saleahlp, many millions of the pen-- ~~°
seen: working for: 3 years to have ‘thie protections of ERISA extended ~~ *

st b B
R_.l’SA’th‘rough the Pension Benefit Guaranty Corpo-. . -

-

O Ce t
. . . .
. ;
» - -



